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Certain Business Aspects 
of an Accounting Practice 


By Donald M. Russell 


It is characteristic of a profession that its members become so 
engrossed in the problems of their clients that they often fail to 
apply to their own affairs and for their own benefit the same 
principles and procedures they recommend to others. This has 
been particularly true of CPAs, possibly because the field in which 
we work involves so much time-consuming detail for every engage- 
ment. In the past many of us have been guilty of failing to use 
the best available accounting methods and reports in our own 
offices and we have not always followed the practices we recom- 
mend to clients for billings, for credits and collections and, most 
important, for planning and budgeting our own affairs for growth 
toward predetermined goals. 

The profession of public accounting has grown rapidly and a 
vast amount of cooperative effort on the part of individual CPAs 
acting through the state societies, the American Institute and the 
staffs of these professional organizations has been expended in 
developing our techniques for serving clients. It was not until 
1957 however, that the American Institute appointed a committee 
to turn a searchlight on the internal problems involved in the 
operation and administration of our own accounting practices. 
Mark Eaton, when he was President of the Institute in 1956-57 
defined the financial requirements of a practicing CPA. He estab- 
lished the financial standard which the Committee on Economics 
of Accounting Practice would like to see all practicing CPAs attain. 
He said: 

The financial resources available to the professional man from his practice 
must be sufficient to enable him to do these things, among others: to pay the 
compensation necessary to attract to the profession, in competition with 
others, the highest type of young people; to maintain the library and other 
equipment needed in his work; to pay the cost of a respectable and comfort- 
able office; to afford the leisure necessary for thought and study of an ad- 
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vanced character; to render the public services which the community may 
ask of him; to provide for old age; to discharge family obligations; to main- 
tain a standard of living that would contribute to a client’s good opinion 
rather than to detract from it; to provide for his participation in the affairs 
of the professional societies and attendance at their meetings. The practice 
should yield financial returns to cover these things without the burden of 
excessively long hours devoted to work... 

The Institute under Roderic A. Parnell as editor and with the 
advice and guidance of the Committee on Economics of Account- 
ing Practice has published a series of bulletins which quite possibly 
are not as well known to the membership as they should be because 
it was necessary that they be sold to members on a subscription 
basis. This activity has up to now been a self-supporting activity. 
At the Spring Meeting of the Council of the American Institute 
in 1959, Council recommended that this area of research and 
study be incorporated in the general activities of the Institute, 
financed out of general revenues and that bulletins issued in the 
future be furnished to members without charge. 

The first thing the Committee did in 1957 was to study the 
incomes of practicing CPAs, asking among other things, the 
question, “How well is the CPA doing financially as compared 
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with other professions?” A statistical sample taken in 1956 and 
supplemented in 1957 covered about 10 per cent of all firms 
represented in the membership of the Institute. Although not 
entirely satisfactory from a statistical point of view, it was con- 
sidered that certain general conclusions could properly be drawn. 

One conclusion published in Bulletin No. 1 of the Economies 
of Accounting Practice Series, was quite startling. CPAs were not 
keeping step with inflation as well as doctors and dentists. Surveys 
conducted by the U. S. Department of Commerce during the 1930's 
had ranked the average net incomes of professional people at that 
time: 

1. CPAs 3. Physicians 

2. Lawyers 4. Dentists 
The Institute study ranked the average net income of these pro- 
fessions in 1957: 

1. Physicians 3. CPAs 

2. Dentists 4. Lawyers 
According to Bulletin No. 1, real income of physicians (that is, 
their purchasing power) had increased 80 per cent between 1940 
and 1954. The average dentist increased his net income 62 per 
cent between 1948 and 1955 and the average lawyer 28 per cent 
between 1949 and 1954. Comparable statistics were not available 
for CPAs but based on averages their income in 1957 appeared to 
fall between that of dentists and lawyers. 

It seemed surprising that we did not have available as much 
financial history concerning our profession as the doctors, dentists 
and lawyers. Our Committee recommended to the Executive 
Committee that a financial survey be conducted every three years. 
According to The CPA (March, 1960), a special committee has 
been authorized to develop, during 1960-61, a specific proposal 
for the collection of statistical data about the profession— including 
periodic studies on incomes, fees, the potential demand for account- - 
ing services and the attitudes of key groups toward the CPA. 


Inflation: Keeping up with inflation is the number one business 
problem of many CPA practitioners today. This has led me to 
attempt a computation to determine what average hourly fee 
would be required in 1960 to permit a sole practitioner with a 
staff of ten accountants to break even with his take-home pay in 
1940. This computation (Exhibit A) is not presented with any 
claim that the amounts shown are absolute, or even generally 
typical but as an illustration of an approach that any practitioner 
can use in analyzing his own situation. The answer obtained from 
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any computation such as this will of course depend upon the year 
selected as a starting point and if you feel that $3.00 or $5.00 or 
$6.00 per hour was a more typical fee in 1940, you can make the 
substitution, but the effect upon the answer for a 1960 fee will 
not be in direct proportion to your change in the fee of $4.00 per 
hour which I have used for 1940. 

It should be noted that applying the cost of living index 
directly to the average fee received in 1940 results in an inadequate 
correction. Applying the index directly would indicate that an 
average fee of $8.20 per hour ($4.00 times 2.10) is required in 1960 
whereas $11.00 is shown to be required. Three reasons may be 
cited for this difference: 

In the first place, staff salaries have increased more rapidly 
than the cost of living. We hire more college graduates than we 
did twenty years ago and the competition with industry for 
college-trained accountants has introduced another price-raising 
factor in addition to inflation. Applying the inflation factor of 
2.10 to average starting salaries of $150 per month in 1940 would 
indicate that $315 per month in 1960 would be an adequate 
correction for inflation alone, whereas $450 and up for college 
graduates is quite general today. 

Secondly, most accounting practices have new elements of cost 
in 1960. As I shall mention later we need to spend more than we 
do for staff education, to create specialists and to continuously 
increase our ability to serve our clients. A growing accounting 
practice, whether it is large or small, must also be a successful 
educational institution. In addition to this we would like to 
furnish to our staffs the fringe benefits available in industry, 
among which may be mentioned group life insurance, major medi- 
‘al and disability benefits and pensions. The Institute has been 
developing various plans so that these benefits may become avail- 
able to small and medium-sized accounting practices at the same 
costs available to larger groups of beneficiaries. But if we are to 
hold our own in the inflationary trend of the times these elements 
of cost must be recognized in our fee structure. 

My third comment concerns the effect of inflation on our 
federal income taxes. I believe it is generally accepted that the 
income tax (or to put it better, the tremendous variety and volume 
of the services we demand from our government) is the most 
inflationary factor in our economy. It even underlies the demands 
of the labor unions. In our illustrative computation we observe 
a feed-back effect. Not only do income taxes inflate prices but 
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the higher prices inflate income taxes, because inflation itself forces 
the taxable income required to maintain equivalent take-home pay 
into higher and higher brackets of the graduated income tax scale. 
As stated in Note F of Exhibit A, in this computation for our 
hypothetical practitioner, 10.4 per cent of the increased federal 
income tax may be considered the increase resulting from new 
legislation between 1940 and 1960 and the remainder, 89.6 per cent 
results from being forced by inflation into higher tax brackets. In 
this computation the practitioner moves from a 34 per cent tax 
bracket to a 62 per cent bracket because of inflation in the general 
economy. 

At this point we may ask, “Should the CPA expect to recover, 
through his fees, the income tax resulting from his practice income, 
whereas other citizens taxed as individuals cannot usually pass on 
their income taxes to the public?” In my opinion, the answer is 
the very practical one that faces every economic enterprise that 
has to establish a price for its product or service. Unless the CPA 
recognizes this factor to some extent in fixing fees, his practice 
will not continue to exist or to provide employment for others. 
If all of our expenditures for payroll services and supplies are at 
inflated prices, fundamentally because of income taxes, we shall 
be crowded to the wall and forced out of practice unless we make 
some attempt to maintain our own take-home pay. The day has 
long since passed when income taxes were considered a sharing of 
profits and charged to surplus in corporate accounting. It is now 
an accepted principle that income taxes are to be treated as other 
costs and expenses of doing business. Inasmuch as the great pre- 
ponderance of prices in this country are determined by corporations 
and they include 52 per cent for taxes in their cost computations 
which fix the floor under their prices, I see no reason why CPAs 
should not try to include in the price of their services that portion 
of their income taxes which feeds back from external inflation, at 
least up to the general corporate level of 52 per cent of taxable 
income. 

Possibly some practitioners have suffered because of our own 
accounting conventions applicable to sole practitioners and part- 
nerships. I would be the last one to argue that our fees or any 
other prices can or should be fixed solely by cost computations. 
However, we all consult our cost cards when we set the fees for 
our services and we carry these cost levels in our minds as repre- 
senting the floor below which we cannot consistently operate and 
stay in practice. For this purpose most of us enter in our accounts 


7 








LYBRAND JOURNAL 


an arbitrary amount as a partner’s or sole practitioner’s salary to 
help us arrive at the total cost of an engagement for fee determining 
purposes and a cost that will be properly related to the total hours 
we have charged to a client. I suggest that it would be a helpful 
accounting device also to introduce into the costs which we have 
in mind as a floor under our fees an arbitrary amount to represent 
the portion of income taxes which we believe should be recovered 
in the fees. The reason for this and the accounting treatment of 
it would be exactly the same as for the amounts we now record 
for partner’s or sole practitioner’s salary. 


Staff Utilization: Another major business problem in any 
accounting practice is the utilization of staff. Based on Bulletin 
No. 8 of the series on the Economics of Accounting Practice the 
typical distribution of total costs and expenses for a practice of 
the size we have been discussing is: 


Payroll and payroll benefits................... 712.8 % 
Professional development....................... Ph is 2.4 % 
Entertainment and other client and public relations..... 2.2 
Rent or its equivalent... ... 02.2.6. css ec eee 8.1 % 
Other office and administrative expenses... .. 14.5 % 
"Fotal Costs QU CEPORGES. 6... ike ie cc cceeeiees Seas. 100.0°; 


As a matter of fact the percentage of total costs and expenses 
represented by payroll and payroll benefits was reported to vary 
only slightly for practices of any size employing staff of five or 
more accountants. In the area of cost control, with 70 to 75 per 
cent of all costs based on payroll, it is obvious that serious atten- 
tion must be given to this expense. 

What the size of the staff should be and how the staff should 
spend its time are problems that are always with us. 

Particularly with a small accounting practice the staff should 
be somewhat larger than can be comfortably afforded. The earn- 
ings of the office must be plowed back into payroll in order to 
build a capacity to serve. The use of temporary employees must 
be avoided except as a last resort in an emergency. How can the 
capacity to serve of an organization be made to grow, if it is 
necessary to start afresh each Fall with a new group of men? On 
the other hand, it is a crime against common sense to allow well- 
trained, ambitious young men to sit around unassigned to play 
battleship or read newspapers because there are no client engage- 
ments for them at the moment. When this happens it is clear 
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evidence of lack of foresight and planning in the administration 
of the practice. 

I suggest that the term Unassigned Time might well be elim- 
inated from the jargon of our profession and a term such as 
Professional Development or Staff Education substituted. The 
staff education activities are an essential part of our total opera- 
tions. There should be a continuing program of assignments for 
study or research given to each individual so that he automatically 
goes to work on his educational assignment whenever he is free 
from assignments to clients. Have you tried standing research 
assignments? If not, you may be pleasantly surprised by assigning 
any one of a hundred topics that will occur to you to junior 
accountants and requiring them to present their findings in a 
report at a meeting with the rest of the staff. 

The sole practitioner or partner should also budget a part of 
his own time for professional development and one good way to 
do this is to teach the staff. 

Based on a 40-hour week there are 2,080 hours in 52 weeks. 
After allowance for holidays, vacations, sickness, etc., a normal 
estimate of usable payroll hours per man is closer to 1,800 hours. 
Some firms reported to the Institute that they use 1,800 hours as 
a goal for the chargeable hours per man per year but it appears 
that actual realization of 1,400 to 1,600 hours is more usual 
(Bulletin No. 3). A partner obviously cannot and should not 
develop as many chargeable hours as a staff member. 

I suggest as a basis for discussion that a well-balanced objective 
giving proper weight to the importance of staff education, for a 
practice of the size we are considering, might be somewhat as 
follows: 

Sole Staff Office 
Practitioner Members Employees 








Pct. Hours Pct. Hours Pct. Hours 


Service to clients......... .. 6&6 990 90 =1620 20 360 
Professional development..... 10 180 10 180 
Admiumstration............ 25 450 80 1440 
Public relations............. 10 180 

MONE Ge. oa re he Shes .. 100 = 1800 100 ~=—-:1800 100 ~=1800 


Billing: A troublesome area to all professional men, as well 
as to practicing CPAs, is billing for their services. An accountant 
once told me, somewhat facetiously, that he thought it a fine 
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thing to have a large amount of unbilled services on the books 
because it constituted a hidden asset and a secret source of strength 
that could be tapped whenever needed. It is my experience, how- 
ever, that most businessmen want to know their liabilities currently 
and get them paid off and behind them. One thing is sure—a 
stockpile of unbilled services will evaporate and a substantial part 
will be lost forever unless it is billed while it is hot. Excellent 
service rendered nine months ago is likely to be out of mind when 
a client receives a bill that late. How can a businessman have 
respect for the business advice he receives from his CPA if he is 
constantly annoyed by the unbusinesslike practices which he 
observes in the CPA’s own office? 

1 favor billing the greater part of our services on a monthly 
basis. There is nothing unprofessional about it and to the con- 
trary, our clients have greater respect for our abilities when we 
do so. The preparation of data for billing is a clerical function. 
Any CPA could devise for a client and should establish in his own 
office a clerical routine, with standard billing rates for each em- 
ployee and an assembly process for gathering records concerning 
services rendered so that he can determine fees and issue bills 
with a reasonable expenditure of his own time at a designated day 
of every month. Bulletin No. 3 stated that 85 per cent, out of 
2,100 accounting offices reporting, considered the number of hours 
spent upon an engagement to be a fundamental consideration in 
setting fees. A formula price determined from the time records 
will of course be adjusted up or down prior to billing because 
sometimes valuation factors other than time spent should control. 
In any event, the fee billed must be such that the client will be 
satisfied. Several steps can be taken to improve billing formulas. 
Standard billing rates by the hour are to be preferred over daily 
rates. Rates for every employee are better than group rates for 
juniors, seniors and others. I like the practice described in the 
‘Practitioners Forum” of the Journal of Accountancy and in 
Bernard B. Isaacson’s book, Guides to Successful Accounting 
Practice published by the Institute, of keeping time records on 
the basis of 160 time units per forty-hour week, i.e., one time unit 
equal to 15 minutes. This not only helps to tailor the time records 
to the services rendered but greatly simplifies the records by elim- 
inating the extremely annoying fractions for parts of an hour. 





Budgeting: This brings me to my final point: Why do not more 
CPAs plan their affairs carefully and write their plans into oper- 
ating budgets just as we advise our clients to do? I expect that 
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the reasons are the same excuses we sometimes hear from our 
clients. 

If the excuse is that we can’t find the time to analyze our own 
operations we should realize that we’re in danger of having sub- 
standard income. In support of this, I cite the computation in 
Exhibit A which emphasizes the importance of keeping in step 
with the changes in the inflationary trend. Moreover, not to plan 
for efficient utilization of staff time (which is one step in budgeting) 
is to stunt your capacity for growth and is not fair to the young 
men who join your staff. 

If the excuse is that a public accounting practice is not sus- 
ceptible to forward planning, this should be categorically denied. 
As a matter of fact a forward estimate of operations should be 
sasier for us than for many a sales executive of an industrial or 
commercial enterprise. If we are giving good service our clients 
stay with us year after year; moreover, we have a simple account- 
ing problem in that we can estimate costs and revenues directly 
from our estimates of chargeable hours. 

Exhibit B is a very simple schedule which can be used as a first 
step in preparing a budget—an analysis of last year’s operations. 
Every CPA office, I presume, takes a monthly trial balance from 
its time records—otherwise a monthly statement can hardly be 
prepared. Instead of filing this trial balance away in the monthly 
working papers, the chargeable hours accrued during the month 
can be posted to an annual sheet with a column for each month. 
When completed for a year you have a bird’s-eye view of the total 
services rendered during the year, by clients and by the months 
in which each engagement was performed. 

This becomes then an excellent starting point to determine the 
estimates of work which will be repeated during the coming year. 
More important, you can then analyze the operations to determine 
what the schedule should look like at the end of nezt year. 

Were arrangements for the work made too late last year? Then 
set up a tickler-file reminder to make arrangements earlier this 
year. Were the services to clients A, B or C less than was needed 
last year? Then take steps to see them properly served this year. 
What percentage of the audit work was done before each client’s 
balance sheet date? If it was less than 70 per cent of the total, 
go into the working papers, find out why and try to improve the 
monthly distribution of the time spent on the audit. (This is a 
good way to approach, client by client, the problem of training 
your staff in the improved methods of auditing which place greater 
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emphasis on procedures and internal control.) Were the hours 
spent for Client D excessive as compared with proper require- 
ments? Then consider changing assignments of personnel or go 
to work with the field auditor to show him how to do his work 
more efficiently. Are there any situations where we should talk 
to clients about changing to a natural business year? Can we 
make any arrangements that will lower our peak loads and spread 
work more evenly throughout the year? These and many other 
questions will arise from the simple process of trying to budget a 
formal plan of operation. Consideration of these questions and 
actions taken as a result, cannot help but improve both our own 
operating results and our service to clients. 

After the estimates of work to be done for present clients are 
completed, allowances must of course be made for nonrecurring 
work and for engagements that cannot be definitely foreseen. From 
these steps should come estimates of total manpower required. 
There is no good reason why any of the accepted budget techniques 
we recommend to clients should not be applied to our own affairs, 
including moving monthly or quarterly budgets with revisions, and 
comparisons of actual results with the budgets. 

We should be able to train a clerical assistant to prepare most 
of the figures in the budget, restricting our own participation to 
the minimum necessary for guidance and supplying the major 
decisions. The investment will pay dividends. 

The Institute has just issued, in April, Bulletin No. 13, titled, 
**Planning a Practice for Growth.” This urges a greater degree of 
forward planning and budgeting in the administration of our prac- 
tices. I think you will find it an excellent and helpful treatise. 


Conclusion: The business aspects of an accounting practice 
have much in common with other enterprises but because we deal 
with ideas rather than with materials and physical labor, we must 
constantly strive to develop within each practice an increasing 
capacity to serve. We must set aside a part of each year’s net 
income as seed corn for staff training, for professional development 
of our staff and of ourselves if we are to fulfill our opportunities. 
The practice of public accounting calls for service in so many 
areas and requires specialized abilities in so many fields that no 
CPA can hope to cover all the needs of his clients by himself. If 
he has the desire to continue to grow he must have a staff of 
assistants and train them, and above a certain volume he must 
have a partner and build an organization. 
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We have discussed a few of the business techniques that can 
be applied to our practices; however, there is no other factor in 
administration nearly as important as the building of men. We 
must get staff accountants capable of growth and we must see to 
it that they have every opportunity and encouragement to grow. 
Only in this way do we develop organizations with a capacity to 
serve greatly. 

What is a profession? We have often defined it in terms of 
codes of ethics, specialized knowledge or generally recognized 
prestige. I think of it in more rudimentary terms, as a personal 
service life-time vocation in which the practitioners continually 
strive to improve their capacity to serve and in which they receive 
part of their total compensation in the satisfaction of having 
helped other people in the solution of their problems and diffi- 
culties. Our interest in the business aspects of an accounting 
practice does not conflict with, nor detract from, our concept that 
our chosen career is a profession. Instead, this increasing study 
and research into the manner in which we administer our practices 
should add to the excellent prestige we now enjoy. We shall 
develop greater efficiency in administering our own practices inter- 
nally and therefore greater effectiveness in rendering service to the 
business community. 
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Exhibit A 
COMPUTATION OF AVERAGE HOURLY FEE 
REQUIRED IN 1960 TO BREAK EVEN WITH 
TAKE-HOME PAY IN 1940 


(Sole Practitioner with Staff of Ten Accountants) 





Ratios Resultant 
1940 A pplied 1960 Ratios 
Chargeable hours each year (A) 17,000 17,000 
Cost of living index (B)..... 59.9 125.6 2.10 
Starting salaries of staff 
accountants............... $150/mo. $450/mo. 3.00 
Income accounts (read 1940 
down; 1960 up): 
Nas gos ro ineoasecerers & .... $4.00/hr. $ X/hr.* ~— 
Costs: 
Salaries, staff accountants $1.65/hr. 2.50(C) $4.13/hr. _- 
Salary, sole practitioner. . — — 
Overhead expenses... . . 1.10/hr. 2.10 2.31/hr. = 
New elements of cost... . — .79/hr.(G)  — 
Total costs........... $2.75/hr. $7.23/hr.* 2.65 
Income before taxes........ $1.25/hr. $3.77 /hr.* 3.02 
Income before taxes (17,000 
hours)........ rari: we $21,250 $64,077 (E) 3.02 
Federal income taxes (D)... 1,931 23,507 (F) 12.17 
Take-home pay....... $19,319 2.10 $40,570 
X = Required average fee per hour, 1960......... $11.00* 2.75 
* Total costs $7.23 per hour plus required income $3.77 per hour equals 
required average fee of $11.00 per hour. 
(A) Ten staff accountants at 1,600 hours each plus sole practitioner at 1,000 


hours = 17,000 hours. 

(B) U.S. Department of Labor, Cost of Living Index, city wage-earners and 
clerical worker families. 

(C) Applied as an intermediate ratio between 2.10 and 3.00. 

(D) Married man, two children, deductions 10 pct. 

(E) Gross income required to yield $40,570 after taxes in 1960. 

(F) 1960 tax on $21,250 is $4,167, an increase of $2,236 over 1940, or 10.4 
pet. of the total increase in tax, $21,576. Thus, 10.4 pet. may be con- 
sidered the increase resulting from new legislation and 89.6 pct. of the 
total increase in tax, the result of being forced into higher tax brackets 
by inflation in the general economy. 


(G) An estimate, 75 cents, increased by 4 cents, to bring X to a round amount. 
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An Old Client with a 
Young Heart 


By Edward P. Mullen 


It does not seem inappropriate at this particular time, so close 
to the passing of one of the firm’s founding partners, Mr. Lybrand, 
to become a bit nostalgic and trace the history and growth of one 
of the oldest clients of our Philadelphia office, Joseph Bancroft & 
Sons Company and of our firm’s relations with them which are 
ending in 1961, after 55 years. In so doing, note is taken of the 
origin of certain industry practices, some of which are still with 
us today, and of the vast development and change which has 
taken place in American industry—and in America itself—in a 
little over a century. 

The present Joseph Bancroft & Sons Company got its start 
as an individual proprietorship in 1831. In that year Joseph 
Bancroft who had come to America after serving an apprenticeship 
in an English cotton mill, began carding, spinning and weaving 
cotton cloth in a converted grist mill on the Brandywine River 
near Wilmington, Delaware. It was not long before young Joseph 
Bancroft began turning out cloth which was far superior to the 
standard coarse texture then being produced in this country and 
was competing with the finer fabrics of the import trade. Even 
in those days much experimentation was carried on and by 1862 
cloth was being manufactured for window shade makers with a 
finish that could not be duplicated anywhere else in America. 

Businesses like this in the early 1800’s were somewhat feudal 
in character. Long hours were necessary to eke out a profit and 
travel was difficult and uncertain. Consequently, most mill 
owners lived close to their mills, with the cottages of the workers 
built nearby. For the necessities of living, the workers depended 
generally on company stores. Unfortunately, most of their pay 
consisted of orders on these stores with the result that thrift was 
discouraged and the workers were too often in debt to their em- 
ployers. However, Joseph Bancroft had certain convictions and 
ideas about his relationship with his employees, and although he 
provided houses for them because of necessity, he was undoubtedly 
far ahead of his time, when, on the first Friday night after the 
business started, he called his employees together and paid them 
their week’s wages in cash, and from that time to the present 
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through depressions, reverses and panics, this custom has been 
followed at the Bancroft plant. 

Another field where Joseph Bancroft was ahead of his time was 
in trying to help his employees to help themselves. He tried to 
instill in their minds the idea of saving some part of their income, 
and on that first Friday night he told them they could deposit 
with him any money they chose, regularly or intermittently, and 
he would pay them the current rate of interest on these deposits 
with the understanding that they could withdraw any or all, 
whenever they saw fit. This system of saving through deposits 
with the company continued in effect until the incorporation in 
1889 made it unlawful for the company to receive such deposits. 

It is interesting to note that with all the difficulties and uncer- 
tainties of travel, turnpikes were in existence even at that time. 
I quote from a letter dated June 24, 1836 which is contained in 
the history of the company and which was written about a parcel 
of land in which the company was interested: “The place is five 
miles from Philadelphia on a good turnpike with 47 acres of 
ground, not much of it good for anything but grazing.” 

One thing which Joseph Bancroft had to meet even in those 
days was competition. Costs were all-important, and of course, 
wages were far different from what they are today. His son, 
William T. Bancroft, in the year 1856 was foreman in the cotton 
factory and his salary, despite his being the boss’ son, was $600 
per year. The father’s sense of thrift had been deeply instilled in 
his son, however, and records maintained by him show his cash 
transactions for a year: 
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Balance January 1, 1857................. $223 .97 
Receipts, 1857 
Salary..................... $600.00 
Se eer er ee 22.00 
622.00 
$845.97 
Expenses, 1857 
ae a eher aaintcauaeaee 8 28.92 
Board to Mother........... 156.00 
——————— 184.92 
Balance January 1, 1858................. $661.05 


The business continued as the individual proprietorship of 
Joseph Bancroft until 1865 when he formed a partnership with his 
two sons Samuel and William, and the firm officially became 
Joseph Bancroft & Sons. The partnership ended in 1889 when 
the firm was incorporated as Joseph Bancroft & Sons Company, 
by which name it is still known today. Through the years extensive 
buildings have been added on the original site of the Bancroft mill, 
and in recent times several subsidiaries were acquired to round out 
and complement the company’s activities. Naturally many em- 
ployees have also been added so that today several thousand 
people are employed in the dyeing, printing and finishing of cotton, 
silk and rayon textiles and the company’s worldwide licensing and 
marketing programs. As has been indicated, strong emphasis has 
always been placed on research and this has led to the development 
and discovery of new dimensions to both natural and synthetic 
fibres and fabrics which, among others, carry such well-known 
trademarks as “Everglaze,” ‘“Minicare” and “Ban-Lon.” This 
latter development has especially come to the fore since the 
ascendancy of W. Ralph McIntyre to the presidency of the com- 
pany in 1947. Under his guidance, the growth of its licensing 
and marketing programs in the afore-mentioned trademarked 
areas in the textile industry, which has been beset with so many 
problems, serves as an example to all companies as to what research 
and awareness of changing times can mean to a company. Starting 
from scratch in 1831, the growth during the 19th century was slow 
but steady, and by the year 1900 the net worth of the company 
was somewhat in excess of $1,500,000. However, during the 20th 
century, this has grown to about $19,000,000. Most recently, in 
keeping with this awareness, announcement was made of the 
acquisition of the company’s capital stock by Indian Head Mills, 
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Inc. As a result, the company became an operating subsidiary 
of its new parent and entered into another era of its long existence. 

As was true with most businesses in the 19th century, auditors 
were not very commonplace and it wasn’t until March 31, 1906, 
the eighteenth year of corporate existence as Joseph Bancroft & 
Sons Company, that it had its first audit. This was done by our 
Philadelphia office after arrangements had been made by Mr. 
Adam A. Ross. In the original letter of proposal dated October 16, 
1906, it is interesting to note that as was the case with industry 
wages in those days, accountants’ fees were also rather on the low 
side. In fact, our fee for this first engagement was $1,497 plus out- 
of-pocket expenses of $230.27, or an aggregate total of $1,727.27. 
After our initial audits, we did do some other miscellaneous work 
in subsequent years, but it was not until the calendar year of 1912 
that we again performed an examination. 

Between 1912 and 1926, we made an examination every other 
year, and since then on an annual basis. In addition, over the 
years we have taken care of the preparation of the company’s 
various income tax returns and many other special engagements 
such as installing plant ledgers, assisting with various government 
reports, conducting special royalty audits in various foreign 
countries, and most important, we are at this time winding up a 
complete systems survey which has been in process for over a 
year, one of the results of which will be the utilization by the 
company of punch card accounting for a large portion of its record 
keeping. 

With the recent change in ownership of the company, we come 
to a parting of the ways in our relations with the company and so 
closes another chapter in our Firm’s activities. In parting, we 
take this opportunity to wish the company every success in the 
future. 











Can Direct Costing Be 
Applied to a Job Shop? 


By W. H. Lundquist 


Basically, direct costing involves recognition of the difference in 
behavior between period costs—which arise from keeping the 
physical and organizational capacity to carry on the business in 
readiness for use, and direct costs—which are additional costs 
incurred when that capacity is used in carrying on the business. 
Recognizing the difference in behavior between period and direct 
costs is as important for a job shop having physical facilities in 
readiness for use and an organization for operating the physical 
facilities and otherwise serving customers as it is for a process 
manufacturer. The big difference between the two industries is 
that, instead of producing a number of units of one or more 
products, the job shop produces orders. 

Direct costing has the same application for controlling costs in 
job shop operations as in process industries. Budgets for the 
period costs are established on the basis of the capacity that man- 
agement has decided to maintain. Allowances for the direct costs 
of orders are, in effect, estimated when quoting on the order. 
Actual costs incurred are compared with the budgets and the 
allowances. The accounting plan is designed to differentiate 
between period costs and direct costs of specific orders. 

The managements of job order operations are called upon 
frequently to make decisions on quoting jobs and to revise forward 
plans. If anything, they must do this more often than manage- 
ments of process operations because of the generally unpredictable 
nature of job order business. Here again, direct costing is helpful. 

Consider the case of a manufacturer of large custom-built 
machinery. The accounting system was converted to direct cost- 
ing to provide to management the information in a form more 
useful for decision-making and control purposes. The company 
manufactures to order only; nothing is manufactured for stock. 
Kach order is made to engineered specifications. Three types of 
manufacturing operations are involved: 

1 Foundry 
2) Machine shop 


3 Erection (assembly) 
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Materials, direct labor, and certain supplies and expenses (such 
as the cost of electricity used to operate electric furnaces in the 
foundry) are direct costs. Management, supervisory and clerical 
salaries and repairs and maintenance, heat and light, material 
storage and handling, and depreciation are period costs. 

In preparing quotations, direct costs are estimated and shown 
separately from period costs on the cost estimating sheets. An 
over-all predetermined percentage of direct costs is used to add 
foundry period costs. Since the machine shop is comprised of 
equipment varying considerably in size, original cost and mainte- 
nance required, predetermined machine-hour rates for each 
machine class are used for adding period costs to estimated direct 
costs. For erection, a predetermined direct labor-hour rate is used 
for estimating period costs. The final quotation is not a routine 
adding of direct and period costs, but results from a careful weigh- 
ing of direct costs, “total” costs determined by using the pre- 
determined period expense rates, competitive situation, size of 
the order, need for business, and a variety of other factors often 
not subject to precise measurement. 
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Outline of the Life Insurance 
Company Income Tax Act of 1959 


By Anthony P. Rua 


With the passage of the Life Insurance Company Income Tax 
Act of 1959, Congress made sweeping revisions in defining the 
base upon which federal income taxes of life insurance companies 
will henceforth be computed. The Senate Finance Committee 
report on the new legislation notes that with the steadily increasing 
trend towards the issuance of term insurance policies involving 
relatively little of the investment element and more of the pure 
insurance element, large amounts of gains arise from favorable 
mortality and loading experience. These gains, it is stated, 
represent underwriting profits which should not be allowed to 
escape taxation. 

While the life insurance industry expressed skepticism that it 
would be possible to subject underwriting gains to taxation under 
a method which would be equitable simultaneously to both mutual 
and stock companies, Congress, recognizing the validity of the 
doubts raised, nonetheless moved inexorably toward that end. 
The law as finally enacted not only imposes a tax on investment 
income and underwriting gains but places a separate and distinct 
tax upon certain capital gains as well. 

Since 1921 life insurance companies had been taxed only on 
the portion of net investment income which, it was determined, 
was in excess of that needed to establish required policy reserves. 
From 1921 through 1941 net investment income was divided 
between the policyholders and the company through the applica- 
tion of specified rates of interest to the reserves each company 
individually held for its policyholders. After 1942, however, the 
policyholders’ share of net investment income was determined on 
an industry-wide, rather than individual company, basis. Prior 
to the enactment of the new law, the portion of the net investment 
income deemed applicable to policyholders ranged from 85 to 
8714 per cent under a stopgap formula established in 1955, with 
the result that the life insurance company’s tax base was 121% to 
15 per cent of its net investment income. 

The new law, which was enacted June 25, 1959, is an extremely 
complex combination of actuarial calculations and application of 
general tax principles. The law, made retroactively effective to 
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years commencing after December 31, 1957, imposes a tax at 
regular corporate rates on the aggregate of the following 3-phase 
tax base: 

1. Taxable investment income, or, if smaller, the gain from operations, 

2. if the gain from operations exceeds the taxable investment income, an 
amount equal to 50 per cent of such excess, plus 

3. the amount subtracted from the policyholders’ surplus account for 

the taxable year. 
Phase 3 does not apply to the year 1958 and for the years 1959 
and 1960, the tax applicable to this phase is limited to one-third 
and two-thirds, respectively, of the tax occasioned by the inclusion 
of such item in the tax base. 

In addition to the above, the law places a tax on the excess of 
net long-term capital gains over net short-term capital losses 
effective for taxable years commencing after December 31, 1958. 
An “operations loss deduction,” similar to the net operating loss 
deduction allowed other corporations, is also provided for. 


Phase 1 

In order to compute the taxable investment income under 
Phase 1, one must first determine the “investment yield” which 
is defined as the excess of gross investment income (interest, 
dividends, rents, royalties, trade or noninsurance business in- 
comes, and, for 1959 and subsequent years, any net short-term 
capital gains) over investment expenses, real estate expenses, 
depreciation, depletion and noninsurance business deductions. 
Each item of income and expense comprising the investment yield 
is then multiplied by the policyholders’ percentage (‘policy and 
other contract liability requirement” as defined in Sec. 805, divided 
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by the investment yield). The taxable investment income not 
so allocated to policyholders is designated the company’s share, 
and from it the company excludes its share of any tax-exempt or 
partially tax-exempt interest and the dividends received deduction, 
and a small business deduction (10 per cent of investment yield 
up to $25,000). 


Phase 2 

The “Gain from Operations” comprises the company’s income 
and expenses from all sources with the exception of net long-term 
capital gains which, as outlined below, are separately taxed. The 
gain from operations includes the company’s share of the invest- 
ment yield but under Phase 2 the company’s share is not identical 
with the share computed under Phase 1, above. The interest rate 
used in developing the policy and other contract liability require- 
ment in Phase 1 is an average current earnings rate, while in 
Phase 2 the actual interest added in establishing the company’s 
reserves is used. 

In computing the gain from operations, the following three 
special deductions are allowed in accordance with Sec. 809(f) of 
the new law: 

1. Dividends to policyholders, 

2. the greater of 10 per cent of the increase in reserves for nonparticipat- 
ing contracts or 3 per cent of the current year’s premiums on nonparticipating 
contracts issued or renewed for periods of 5 years or more, and 

3. 2 per cent of group insurance premiums but the aggregate deductions 

under this provision for all years cannot exceed 50 per cent of such premiums 
for the current year. 
The new law places an over-all limitation on the aggregate of these 
special deductions which may be taken in any one year, by restrict- 
ing the aggregate deduction to $250,000 plus the excess, if any, 
of the gain from operations (before these special deductions) over 
taxable investment income. In other words, the special deductions 
may create a loss from operations of up to $250,000 which becomes 
a part of the operations loss deduction commented on below. 


Phase 3 

The Phase-3 portion of the tax base has applicability to stock 
companies only. 

In order to understand this phase, it will be necessary to com- 
ment briefly on the policyholders’ surplus account and the share- 
holders’ surplus account which stock companies are required to 
maintain. The purpose of the shareholders’ surplus account is to 
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identify tax-exempt and other nontaxed amounts and_ those 
amounts on which tax has been paid. The policyholders’ surplus 
account, on the other hand, is credited with amounts on which 
tax has been deferred until distributions to stockholders or trans- 
fers to shareholders’ surplus account are made from this account. 

The debits and credits to these accounts may consist of the 
following: 

Shareholders’ Surplus Account 
Debits: Credits (for taxable years beginning 
after 12/31/57): 
Balance Jan. 1/58—Zero 

(1) distributions to shareholders in (4) life 


insurance company taxable 
1958 and later years to extent of income (Phase 1 and 2). 
credits in this account. . . 

’ > (2) excess of net long-term capital 


(2) other distributions, including in gain over net short-term capital 
certain cases redemption of stock loss (for years beginning after 

. ° ° 9 /é =e) 

and partial or complete liquida- 12/31/58). 


tions of the corporation. (3) deduction for partially tax-exempt 
; ; interest. 
(3) taxes imposed for the year exclud- : 
: . " ; (4+) tax-exempt interest. 
ing taxes applicable to Phase 3 ake ; 
life insurance company taxable (5) deduction for dividends received. 
income. (6) small business deduction. 
(7) transfer (net of taxes) of excess 
amount referred to in debit item 
3, policyholders’ account. 
(8) amount (net of taxes) which tax- 
payer elects to transfer to share- 
holders’ account (see debit item 4, 


policyholders’ account). 


Policyholders’ Surplus Account 
Debits: Credits (for taxable years beginning 
after 12/31/58): 


Balance Jan. 1/59—Zero 


(1) distributions in excess of balance 1) 50°, of the amount by which gain 
in shareholders’ surplus account. from operations exceeds the tax- 


. 5 fins ; able investment income. 
(2) tax applicable to distributions 


under (1) above, (1) being con- 2) the special deductions referred to 
sidered the net after federal taxes. under Phase 2 above, to extent 


allowed, for: 


3) excess of year-end balance in this 
account over the ceiling accumu- a) certain nonparticipating con- 
lation permitted by the law. tracts (item (2 
4 ») ae sductic or ife 
(4) gross amount which taxpayer b) 20 deduction on group life, 


dleote ‘Xo Aaunsters Yo ihe shane: accident and health insurance 


halders’ necount contracts (item (3 
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Generally, Phase 3 income is added to the tax base only if 
distributions to stockholders after December 31, 1958 exceed the 
balance in the shareholders’ surplus account. However, the law 
does provide a ceiling on permissible accumulations in the policy- 
holders’ surplus account in order to prevent the undue accumula- 
tion of untaxed underwriting income which might exist, for ex- 
ample, in companies writing large amounts of term insurance. 
Item 7 of the shareholders’ surplus account and item 3 of the 
policyholders’ surplus account demonstrate the mechanical han- 
dling of this type of adjustment. A company is permitted, if it 
wishes, to transfer amounts from the policyholders’ to the share- 
holders’ surplus account. The entries occasioned by this type of 
transfer are shown by items 8 and 4 of the shareholders’ and policy- 
holders’ surplus accounts, respectively. Either of these types of 
transfers is taxable under Phase 3. Since debit item 1 in the 
policyholders’ surplus account is deemed to be an amount net of 
taxes, it must be “grossed up” to include related tax in arriving 
at Phase 3 income. The balance in the policyholders’ surplus 
account is fully taxed if in any year the company is not an in- 
surance company or if, for two consecutive years, it fails to qualify 
as a life insurance company. Distributions in excess of the bal- 
ances in both of these accounts entail no tax consequences to the 
company. 


Capital Gains 


The tax imposed upon capital gains of life insurance companies 
is much the same as that imposed upon other corporations with 
the following noteworthy exceptions: 

1. The tax at a rate of 25 per cent is effective for years commencing after 
December 31, 1958, and is applied to the excess of net long-term capital gains 
over net short-term capital losses, any excess of net short-term capital gains 
over net long-term capital losses being included in taxable investment 
income, 

2. it is not an alternative tax but a flat 25 per cent tax which is in ad- 
dition to the 3-phase tax, 

3. Sec. 1231 gains and losses consist only of those from sales, taxable 
exchanges, and involuntary conversions of real and depreciable property held 
for more than 6 months used in the insurance business, from certain coal and 
timber royalties under the same rules applicable to other taxpayers, and 
from involuntary conversions of capital assets held for more than 6 months. 


It will be noted that the term “used in the trade or business” is 
limited to property used in carrying on the insurance business; 
other trade or business assets are treated as capital assets. Net 
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section 1231 gains are treated as long-term capital gains while 
any net loss is treated as an ordinary deduction in arriving at 
gain from operations. 

In order to preclude the imposition of tax upon any apprecia- 
tion in value over the adjusted basis for determining gain of 
property owned at December 31, 1958, the fair market value of 
such property on December 31, 1958 is used in determining gain. 
The adjusted basis is used, however, for purposes of determining 


loss. 


Operations Loss Deduction 


As in the ease of other corporations, the operations loss deduc- 
tion may be carried back 3 years and forward 5 years, excepting 
that in the case of certain new companies an 8-year carry-forward 
may be applicable. An operations loss deduction carried to a year 
wipes out any gain from operations and the excess plus the $250,000 
maximum special deduction arising under Sec. 809(f) referred to 
above is then usable as a carryback or carryforward to another 
intervening year. Some other very technical rules apply to this 
section; suffice it to note that the provision does exist and that it 
will, in some cases, represent a boon to a company with under- 
writing losses in excess of taxable investment income since under 
former law a tax would have been due on the taxable investment 
income notwithstanding the underwriting loss. 


General Comments 


1. Tax year—Since the National Association of Insurance Commissioners’ 
Annual Statement is on a calendar-year basis, the tax return must be on a 
calendar-year basis also. 


2. Aecounting methods—Life insurance companies were obliged to use the 
cash method of accounting up to 1953 but had the option of using either the 
cash or accrual method from 1954 through 1957. Commencing with the year 
1958, the accrual method must be used. Since most companies were on the 
cash method through 1957, all items taxable or deductible under the 1957 
law had to be placed on the accrual basis as of December 31, 1957 where 
necessary in order to prevent income from going untaxed or the loss of de- 
ductions when the 1958 taxable income was reported on the accrual basis. 
One-tenth of the adjustments arising from placing 1957 items on the accrual 
basis had to be added to the 1957 income as originally reported and the tax 
for the year recomputed. 

If the tax recomputed was lower than the original tax, the company could 
multiply the difference by 10 and treat the resulting amount as if it had been 
paid on account of 1959, thus reducing the 1959 tax liability or giving rise 
to a refund claim. If the recomputed tax was higher, the company must pay 
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10 times the difference as additional tax in 10 equal annual instalments, 
without interest, commencing March 15, 1960. This recomputed amount is 
a definite liability payable immediately if the company ceases to be an in- 
surance company. The use of one-tenth of the adjustments in the tax re- 
computation and then multiplying the difference in tax by 10 serves merely 
to prevent injustice to small companies whose 1957 tax base was below 
$25,000, so that their tax was computed at 30°, rather than 52¢. 

3. Dividends received credit—Starting January 1, 1959 dividends received 
by stockholders from life insurance companies became eligible for the $50 
exclusion and the 4 per cent credit provided by the Code. 

The above brief resume is intended as a general presentation 
of some of the highlights of the Life Insurance Company Income 
Tax Act of 1959. Application of the many technical provisions 
of the law will represent a considerable challenge to the most 
astute insurance executive or tax practitioner and is already bring- 
ing to light areas of interpretation which will undoubtedly lead 
to litigation. 
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Decentralizing Administrative 
Functions in Large School 
Districts 

By M. B. T. Davies 


You may think it inappropriate to begin a discussion of adminis- 
tration with a few words about the brontosaurus. However, there 
is an interesting parallel. 

The brontosaurus became extinct because of its inability to 
cope with the physical hardships of life. So huge was its size that 
it became too great a load on its sensory system. By the time a 
physical contact—generally by an enemy—had been relayed to 
its brain it was often too late to take action. Smaller creatures, 
with faster sensory systems, outmaneuvered it and eventually 
forced it out of existence. 

Translating this lesson into modern terms, it teaches us that 
an organization—once it has attained a certain size—is compelled 
to sharpen its system of communications. Failing this, it loses 
touch with reality, is unable to meet the tempo of demand imposed 
on it, and ultimately loses its effectiveness. 

To be more specific, let us relate this to a school system. 
Perhaps the most significant activity experienced by a school sys- 
tem is that resulting from its daily contacts with pupils and 
parents. In addition to routine decisions, these often give rise to a 
need for decisions and actions requiring top-level policy guidance 
and even political considerations. If the principal has to seek 
this check from the topmost point of control in the school system, 
there is always a danger of communications becoming clogged. 
Hence the questions arise: (1) Should we decentralize? (2) If so, 
what are the criteria? (3) What should be decentralized? and 
(4) How can control be enforced in an environment of decen- 
tralization ? 

We should stop at this point and consider some definitions. 
First, we are talking about decentralizing. What do we mean by 
this? Essentially, the key to decentralization is that the point of 
responsibility and authority is moved one or more steps closer to 
the point of operation. However, at the same time, some form of 
compensatory control is needed to make sure that, by decentraliz- 
ing a function, one achieves delegation and not abdication of 
authority. 
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Next, how do we define administrative functions? As applied 
to a school district, we are considering here all those activities of 
a managerial nature which culminate in administering a successful 
school. They would include, but would not necessarily be limited to: 

development of curricula 

production of material for use by teachers 

selection, training and assignment of teachers 
supervision—using that term in its educational connotation 


special education 


* 
e 
e 
* 
© 
@ selection and distribution of textbooks 
@ medical and nursing services 
® procurement and distribution of supplies 
®@ cafeteria management 
@ school upkeep and janitorial services 
@ attendance statistics 
@ finance and accounting. 

Finally, what do we mean by a large school district? I would 
prefer not to attach any quantitative measurement as to what 
is “large.” Rather, I believe, we shall find that the need for 
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decentralization arises in various different aspects of administra- 
tion at different levels of size. For example, as soon as there is 
more than one school in a district, some functions—such as the 
administration of teaching schedules—will normally be decen- 
tralized. However, the function of superintendence of principals 
would be decentralized only if there were either a substantial 
quantity of schools or if geographical or other considerations would 
warrant. 

With these general comments as a background, let us, then, 
approach the over-all problem as follows: 

1. Review the fundamentals of the decentralization process, and consider 
its benefits and its pitfalls. 

2. Consider some of the criteria that might influence a school district to 
decentralize. 

3. Examine the possibilities of partial or progressive decentralization. 

$. Study the changing nature of central control when functions are 
decentralized. 

One may say at the outset that there is no pat answer as to 
whether, in any given conditions, decentralization should occur. 
The decision must always be based on an objective evaluation of a 
host of different conditions. For these reasons, the best we can do 
is to consider some of the more important factors that should 
be taken into account. 


Fundamentals of Decentralization 


Decentralization is prompted normally by the need for faster 
action. It is evidenced by vesting authority in a person relatively 
close to the scene of action. When clothed with this authority, 
he is able to act more rapidly and to save putting into motion a 
series of communications necessary to acquaint a central authority 
with the facts and his proposed course of action and, after that 
process, receiving a communication from a central point authoriz- 
ing him to act. 

Geographical considerations normally constitute a factor lead- 
ing to decentralization. However, it can occur even though the 
point from which authority flows is close to that which receives 
added authority. 

Decentralization, then, is a form of delegation. The process of 
delegation is essential to any well-rounded system of organization, 
For example, in a school district: 

1. The general superintendent is the fountainhead of administrative 


au- 
thority. As such, he is responsible for teaching. 
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2. It is physically beyond his capacity to teach all the pupils in his district. 

3. So he delegates the authority to teach in various ways, including these: 

a. He appoints a principal to carry line authority for teaching within 
his assigned school. 

b. He appoints a staff official to develop curricula as aids to all his 
principals in teaching. 

4. The principal, again, cannot physically teach all classes in his school. 

5. So he delegates the authority to teach in various ways, including these: 

a. He assigns prescribed tasks to individual teachers. 

b. He requires his vice-principals to make sure the teachers are carry- 

ing out their tasks effectively. 

What has this process achieved? It has carried the superintendent’s 
responsibility for teaching down to individual teachers. Note that 
he remains responsible. He has merely shared this responsibility. 
But he has transmitted the authority to teach. And this must 
remain with the individual teacher until it is temporarily or per- 
manently revoked. 

The process of delegation, then, is a fundamental of decentrali- 
zation. At its very basis is a surrender of authority from a central 
point to a local point. But, since the central point remains respon- 
sible, it must substitute a control device, instead of personal 
observation, to make sure that decentralized authority is wisely 
and effectively exercised. 

What benefits do we gain from decentralization? There are 
many. Let us name a few: 


1. It results in speedier action. 
2. It enables the man on the spot to exercise greater discretion in inter- 
preting policy to meet local conditions. 

3. It encourages leadership, because the man on the spot must make 
decisions for himself, and thus it builds up a corps of potential candidates 
for higher positions. 

4. It relieves the central authority and staff from a multitude of routine 
decisions, since these are made in the field. 


5. It tends to reduce the size of the headquarters staff and thus restrict, 
to some extent, the ravages of Parkinson’s Law. 


6. It fosters independence of thought and action—a quality which rapidly 
becomes transmitted from teacher to pupil. 


7. It pinpoints responsibility, identifying more easily those who possess 
and exercise powers of educational leadership. 

Of course, decentralization offers its disadvantages as well. 
Many can be overcome by strong controls, but it is not always 
feasible to enforce these controls. As examples: 
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1. It can lead to uncoordinated effort if top-level central authority is weak. 
) 


2. It can result in higher operating costs if field administrators develop a 
penchant for empire-building. 

3. It can give rise to local barriers if field administrators fail to cooperate 
with each other. 

4. It can conceal local irregularities if the system of communications is 
defective. 

Here, briefly, are some of the benefits and shortcomings of 
decentralization. In short, one may say that it tends to operate 
best if the central authority is strong, the field administrators are 
carefully chosen, and the underlying system of controls is inher- 
ently sound. 

To sum up, decentralization in depth should only be attempted 
by a strong and efficient school system. If it is weak, its very 
weaknesses may be exaggerated by decentralization. 


Criteria Leading to Decentralization 


It is now our purpose to examine some of the factors that are 
symptoms that decentralization may be needed. In reviewing 
these factors, let us recognize that decentralization may extend 
over some—but not all—functions. The process of teaching the 
pupil, for example, is about the first function to be decentralized. 
And this occurs in practically every educational organization be- 
yond the one-room schoolhouse. 

Now let us look at some of the factors calling for consideration: 


1. When the general superintendent is physically unable 
to visit every school in his system as often as it needs, in his 
opinion, to be visited, then he will normally need to appoint 
one or more subordinate superintendents. These may be 
appointed on a territorial basis, or according to the level of 
school, or, in larger systems, according to both. 

2. As soon as subordinate superintendents are appointed, 
they should be armed with the power to administer some of 
their own services, rather than being compelled to depend on 
centralized service. This may cover: 

® supervisors ® personnel recruitment 

@ medical and nursing services ®@ purchasing 
and a host of other services. 


€ 


3. Where people of a like type become too difficult to 
manage on a centralized basis, it may be more logical to 
decentralize their administration to local points. This may 
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happen in the case of repair and maintenance services, as 
an example. 

4. Where considerations of distance place too heavy an 
imposition on principals, teachers and others for travel, 
decentralized points of administrative control may be needed— 
for example, local headquarters. 

5. Where the central staff becomes of an unwieldy size 
this is an invariable indicator that decentralization should be 
considered. 

6. In cases of excessive burdens on the time of senior 
administrators, or, in fact, administrators of any level, decen- 
tralization may often relieve this load. 

How can you determine whether conditions in your own school 
district point to a need for a greater degree of decentralization? The 
answer is generally to be produced by an independent and objective 
examination of conditions as they exist now and as they are likely 
to exist in the foreseeable future. The pattern thus produced will 
generally guide you in deciding which functions need to be dele- 
gated to the field, and which might need future consideration. 
Partial or Progressive Decentralization 

If your district is tightly centralized and you decide that 
immediate decentralization is needed, my advice is: Don’t do it. 

A rapid change in organization creates a shock from which it 
is often difficult to recover. 

If you decide to decentralize, you should start by working out 
a careful plan for future action. Above all, this plan is going to 
affect people. People are, perhaps, unpredictable, but they have 
many qualities in common. One is a dislike—even a fear—of 
change that may affect their personal status. Another is an 
inability, unless carefully instructed, to assume greater respon- 
sibility at relatively short notice. These, and other qualities, 
demand that they be shepherded in a well-conceived manner into 
their new environment in a decentralized organization. 

Your first--and perhaps most important—task is to select 
people to assume positions of administrative authority in the field. 
In this respect, you should look for these qualities: 

@ knowledge and experience in education 
@ a sound understanding of the legal, political and communal conditions 
within which they must operate 


@ above all, a highly developed power of leadership. 
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Always aim to put your best people into these positions. Remem- 
ber, too, that you may have some highly competent people at your 
headquarters who are best kept there because, while technically 
efficient, they may lack the capacity to operate at a distance from 
the “umbrella of headquarters.” 

In addition to selecting your people, you should determine an 
orderly time schedule for moving authority into the field. You 
may decide, for example, that a swift decentralization of medical 
and nursing services may be entirely practical, while, on the other 
hand, it may be unwise ever to move your budgeting and account- 
ing services into the field. 

Publicize your plans well in advance. If you fail, the grapevine 
will function and, as it invariably does, produce some misinforma- 
tion and misconceptions. 

In short, then, make decentralization an orderly and progres- 
sive movement. Select your key people with care. Operate accord- 
ing to a well-conceived timetable. And keep all concerned in the 
picture. Don’t rush the process—it can only head you into 
difficulties. 


Controls Underlying Decentralization 

In a highly centralized organization you can generally observe 
these phenomena: 

@ Communications flowing into headquarters from all sources on all matters 

@ Decisions on matters of significance predominantly made centrally 

@ Few published policies and procedures—because they are less necessary 
if action is stimulated centrally. 

As the organization undergoes its change to a decentralized 
basis, we find new needs arising. These must be attended to if 
the central authority is to remain informed on all matters of 
significance, for that central authority—as we mentioned before 
is still responsible for the total activity. It therefore has to be 
assured that field operations are effective even though not per- 
sonally directed from headquarters. 

First, then, field administrators need a precise definition of 
their responsibilities. And one might mention here that we are 
not considering those elaborate and all-encompassing position 
descriptions itemizing every conceivable activity in which people 
engage. We are considering, rather, a broad and_ business-like 
charter for action. 

Another form of control is an effective system of communica- 
tions. This entails a flow of summarized and measured data encom- 
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passing all significant aspects of the educational program. This 
system should be geared to the principle of control by exception 

a system which is characterized by communicating in total form 
that which follows a predetermined pattern and communicating 
in detail those activities or events which deviate from pattern and 
thus call for special attention or action. 

Procedural controls are another need. Under a decentralized 
system, actions of a like nature are taken by a variety of people 
under different commands. Only if the general pattern of action 
is uniform can you avoid chaos. Procedural controls generally 
require well-written and well-publicized instructions, coupled with 
the mechanics of enforcement. This principle applies equally to 
educational and service techniques. 

Measurement of performance becomes a more pressing necessity 
under a decentralized system. It applies not only to the teacher 
but to all whose combined efforts go to making the educational 
system work. It requires: 


1. The determination of standards of performance 

2. The observation of performance 

3. The measurement of one against the other 

4. The drawing of inferences from that measurement 
5. The initiation of action based on those inferences 


6. The recording of action for future reference. 


When decentralization occurs there is a greater need for differ- 
entiation between line and staff responsibilities. In an educational 
system line responsibilities are those directly involved with teach- 
ing. They are possessed by the teacher, the principal, and the 
various levels of superintendent linking the principal with the 
general superintendent. Staff responsibilities are those possessed 
by people who make a direct or indirect contribution to the sup- 
port of teaching services. The business manager, the officer in 
charge of curricula, the personnel administrator, the chief physician 
—all these are staff rather than line. The distinction is important 
in that, if you let a staff person exercise line authority, somebody 
generally finishes by reporting to two chiefs. Beware particularly, 
in this connection, of the position of supervisor, whose respon- 
sibilities are generally advisory and, therefore, of a staff nature. 
If the supervisor gives orders to a teacher he is generally under- 
mining the authority of the teacher’s principal. 

We have touched upon only a few of the controls needed to 
make decentralization effective. Most of these you already prac- 
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tice. You do so because your system is already, to some extent, 
decentralized. The more extensively you decentralize, the more 
critical these controls become. 


As a final word, I would like to leave you with this thought. 
The larger an organization becomes the more necessary it is to 
decentralize. This is practically a law of nature. It applies not 
only to schools, but to governments, to military forces, to indus- 
trial enterprises, and to the Internal Revenue Service. You can 
read of it in the Bible—in Chapter 2 of the Book of Numbers 
and in the Iliad. 

It is a natural force which is generated when a number of 
people, operating in a group, have to cover a wide area or a variety 
of activities. But it can—and must—be controlled. Properly 
harnessed, it can lead to greater efficiency, and the end-result- 
the standard of learning—should benefit. 











Costs and the Industry 
Business Cycle 
By W. R. Hindman 


The Assignment of Overhead Costs to Products 


The assignment of overhead cost to products is very important 
for three purposes: 


1. For inventory valuation. 3. For profit determination. 


2. For guidance in pricing. 


Realistic figures are important for each of these purposes. It 
would be rather difficult to say that the figures are more important 
for one reason than another, but they are a must, at least on some 
rough basis, for inventory vaJuations. 

Realistic figures are also needed for the purpose of establishing 
effective, adequate and realistic selling prices. This presumes, of 
course, that competition hasn’t already established a selling price. 
Unfortunately, this is all too often true, and the only means a 
company then has to effect a favorable change in its profit picture 
is through cost reductions. Even though accurate segmented data 
have little importance in these instances in the setting of prices, 
they are still important for profit determination purposes. 


Cautions to Observe 


I’m sure everyone recognizes the values of obtaining segmented 
cost and income data for assistance in arriving at management 
decisions. It is to be hoped that everyone also recognizes the 
caution which must be applied in using such information. 

While caution should be applied to both the computation of 
contribution margins and the interpretation of the results, I feel 
that the greatest need for caution applies to the latter. The use 
of cost tools which are not sufficiently sharp for the purpose can 
result in wrong decisions and can quickly bring about a lack of 
faith in a cost distribution program. 

In any allocation method the principal source of distortion of 
information is the arbitrary allocation of joint costs on bases which 
have an insufficient correlation with costs being allocated. Now 
what is the problem in the case of the contribution margin ap- 
proach? The main danger is the tendency to permit too many 
costs to rest in a joint pool when they could and should be allo- 
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cated to the parts of the business which occasion them. What 
happens in such a case? The amount of the joint pool is distorted 
as well as the contribution of the several parts of the business to 
the absorption of the unallocated pool. 

Sometimes, a program is adopted which calls for a little bit of 
segmenting of costs without going to the lengths one would like. 
I’m all for doing this as opposed to doing nothing! However, this 
is where caution is extremely important! Unfortunately, many 
people frequently aren’t too cautious where accounting figures and 
statements are concerned. They tend to rely on accounting state- 
ments as factual when they are really representations on certain 
bases—bases which may be keen and sharp or merely rough 
approximations. The amount a company wishes to spend for 
information is usually the determinant of whether bases are sharp 
or rough. No matter how much management personnel are cau- 
tioned as to the limits of the reliability which can be placed on 
allocated data, they often pounce, with a vengeance, on product 
or territorial data showing poor bottom line results and initiate 
actions which would not be warranted if the data were interpreted 
carefully. 

There is always a need to consider all relevant costs in any 
decision involving change. In estimating costs of alternatives, 
there may be important costs which do not appear in the accounts 
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and which are sometimes overlooked in evaluating a proposal. 
This may be illustrated by an instance in which a company made 
price concessions in obtaining a large order from a chain store. 
Data assembled as a basis for the decision indicated that the order 
would be profitable because savings in selling expenses could be 
made. However, it was subsequently found that costs of delivering 
small lots to widely scattered stores in the chain more than 
absorbed the expected savings in other costs. 

Another caution which must always be kept in mind is that 
changes in costs sometimes lag behind changes in volume or the 
methods which are responsible for the changes in volume. We 
may not need an extra supervisor for the increased volume imme- 
diately but will the supervisor soon be asking for and justifying an 
assistant? What about cleanup time? Will increased volume result 
in an infinitesimal change in cleanup time required, not enough to 
require extra help immediately, yet just enough to make it neces- 
sary to hire extra help a few months hence unless someone is 
constantly concentrating on keeping this cost down. And what 
happens? After a few months our concentration on this particular 
area relaxes and before we know it our costs have crept upward. 
Perhaps extra volume will result in extra billing effort but no more 
than can be handled by a little overtime or a little more concen- 
trated work. This will do the trick for a short while but the 
chances of this solution meeting the need over a long range period 
are pretty slim. What happens? The extra pressure and work 
‘vauses a good, trained employee to quit. Then we find that it 
takes two less-trained employees to replace the trained employee 
we lost. And each of these untrained employees usually costs just 
about as much as the trained employee we lost. We must ever be 
on the alert for the additional potential costs we have not weighed 
into our regular segmented statement costs. 

A change affecting one part of the business frequently affects 
costs or sales income from other parts as well. Experience indicates 
that the effect on variable costs is usually not important. However, 
there are exceptions to this statement. For example, one company 
found that discontinuing sales of an unprofitable bulk product 
substantially increased transportation charges on other products. 
Why? Most shipments were no longer large enough to receive 
varload rates. 

Products are often related in such a way that adding, dropping, 
changing the sales emphasis, or changing the price of one item 
may affect the sales of other products. Many companies carry 
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items which by themselves contribute little or nothing to profits. 
They are kept in the line because they help to sell profitable items 
by providing a complete line. In a similar manner, certain sales 
outlets may have prestige or advertising value even when they do 
not. themselves contribute to profits. These possibilities must al- 
ways be considered in addition to the contribution margin data. 

E. Stewart Freeman in an N.A.A. article, “Pricing the Product,” 
drew an analogy between a group of related industrial products 
and a human family. He stated that individual products “. 
cannot be judged entirely by the contribution they make during 
any single year. It may be as unreasonable to expect all products 
to pay a like share of this year’s cost as it is to expect the baby, 
young sister, older brother, and grandparents to contribute alike 
toward the household expenses. Some are relics of the past still 
worth preserving, some are the sustenance of the present, while 
others are the hope of the future.”’* 

Continuing unprofitable products involves many questions 
which cannot be answered by objective accounting techniques of 
cost allocation. The contributions of individual segments to absorb 
joint costs are best considered by management in relation to the 
contributions expected. To illustrate, allocation of joint costs on 
the commonly used sales-dollar basis amounts to a decision to seek 
recovery of joint costs as a uniform amount for each dollar of 
sales. While this is not necessarily wrong, it seems that such a 
decision should be made only after full consideration of all factors 
in the situation, such as market conditions, competition, sales 
promotional values and disadvantage of taking business which 
cannot be discontinued later. Study of such noncost factors may 
lead to assessment of joint costs in a manner which will produce 
results quite different from those commonly obtained. 

The method of assigning overhead to products is highly impor- 
tant; however, we must constantly remember to act cautiously in 
interpreting and acting on the reports which are then produced 
on the basis of such method. 


Distribution of Overhead 
One commonly used basis for determining the annual overhead 


rate is: 


*N. A. C. A. Year Book, 1939, p. 31. 
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Expectep ActuAL OVERHEAD FOR THE YEAR 





Expectep ActuAL Propuction 


What happens when the current year is one of low anticipated 
volume? A high overhead rate is spread to products resulting in 
higher inventory valuation. Is this sound? Does it sound really 
sensible to increase valuation of an item merely because of abnor- 
mally low production? Obviously no! 

What happens to profit determinations? Is it sensible to defer 
a part of what is really unabsorbed overhead? Wouldn’t it be 
better to omit such overhead from inventory valuation and treat 
it as an expense of the period? 

Will such a low volume produce a good guide for pricing? Can 
prices be hiked even if a need for an increase is indicated? Will 
competition prevent the possibilities of price increase? Certainly 
a price increase might be considered in any year of low volume. 
However, this could be done just as easily if overhead were spread 
on a normal activity level concept. 

What happens when the current year is one of high anticipated 
volume? A lower overhead rate is spread to products. Inventories 
are then valued at less than under a normal activity basis. 

Profits would be reduced to the extent inventories are valued 
on the basis of a lower overhead rate; however, this is consistent 
with the generally accepted accounting principle that inventories 
should not be valued at more than cost. 

Should prices be reduced because of high anticipated volume? 
This may prove to be a dire mistake; the reason for the anticipated 
high volume must be given grave consideration in deciding on any 
price adjustment. 

Obviously, the points discussed relative to the effect of low or 
high volume on valuation of inventory, profit determination, and 
selling prices, indicate the need for using a “normal activity level” 
concept for spreading overhead. This is where the business cycle 
comes into consideration. We need some sound basis for deter- 
mining our “normal activity level.” The use of average activity 
over what we believe to be a sufficient number of years to embrace 
the ups and downs of the business cycle provides us with what 
we hope to be a sound basis. I say hope, because we always hope; 
we never know in this area. 

When historical data for a period of years are to be used as 
guides in establishing product burden rates, what adjustments 
must be made? 
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1. Materials and labor and fixed and variable overhead costs must be 
included at current rates. 


2. Changing production levels must be recognized. 

3. Nonrecurring expenses must be eliminated. 

4. The effect of any additions or deletions of departments or products 
must be considered. 


There are many difficulties involved in making these adjustments. 


How can prior year wage levels be adjusted to current levels? 
Just how much have fixed costs increased? By analysis of indi- 
vidual expense categories, one can perhaps pinpoint certain specific 
changes easily enough but this method often becomes too involved 
and unwieldy. This is unfortunate but basic in connection with 
adjusted historical data. 

No matter how carefully historical figures are adjusted for 
guidance purposes, they are never as useful for establishing product 
burden rates as are budgeted figures. Budgets are necessary for 
the control of expenses by departments and cost centers. There- 
fore, does it not seem sensible that a company should embark on 
a budgetary program with a two-pronged goal in mind? 

a. Control of plant burden by departments and cost centers. 

b. Burden rates which will be a by-product of departmental and cost 
center budgets. 

Burden rates established on a budget basis will merit much 
more faith than rates based on adjusted historical data. 

Basically, then, we can say that overhead rates should be 
computed by cost centers and should represent: 


BUDGETED OVERHEAD Costs 





A Measure or Activity ror A Norma Activity PEeriop 
The following problems still arise: 
1. What period should be used and 
2. What measure of activity will provide the best basis for distribut'on? 
Assuming a company already has established cost centers, the 
selection of the proper measure of activity is quite often easier 
than the determination of just what period represents a proper 
level of activity in determining costs for pricing. It should be a 
period when operations were at a normal level of activity. Seeking 
out the normal level of activity, however, is not easy. 
As I have said before, usually a level of activity based on a 
period of years is preferable to a short period activity level. What 
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period of years should be used? Four years? Five years? Ten 
years? This is where the industry business cycle comes into play. 


The Industry's Business Cycle 


Cyclical fluctuations exert an influence over fairly long periods 
of time and are to some extent beyond the control of manage- 
ment. I say somewhat, because the effect of cyclical fluctuations 
can be controlled to some extent by long-range planning. 

Cyclical fluctuations increase the difficulty of interpreting the 
results of operations since the cost analyst must keep constantly 
in mind the extent to which reported results may have been af- 
fected by cyclical causes. Knowledge of the company’s own 
business cycle and the industry business cycle are therefore very 
important to the accountant and to management. 


Need 


Let’s consider the need for determining industry business 
cycle data: 

1. Industry business cycle data serve as a base for the comparison of each 
company’s level and results of operation with that of the industry. 

2. A knowledge of the industry business cycle, coupled with a company’s 
own cycle, are of great assistance in the preparation of forecasts of sales vol- 
umes for future periods. 

3. Industry business cycle data provide useful guides in the establishment 
of product costs. 


Usefulness 


How useful is business cycle information? I presume we would 
properly classify it as having limitations but nevertheless being a 
highly useful tool to work with. 

What about your own business cycle in relation to the indus- 
try as a whole? Have you plotted the cycles of your own com- 
pany in relation to the cycles of your industry? If so, did yours 
correspond? Did you find that your company was lucky enough 
to enjoy a consistent activity or growth year after year? Of 
course, consistent activity is only enjoyable if it is a satisfactory 
level of activity. A consistent but poor activity level is certainly 
nothing to be happy over. 

I think we can safely conclude that the business cycle is highly 
useful in all of the three ways described: 

a. Comparison purposes. 

b. Forecasting purposes. 


ce. Product costing and, of course, related pricing purposes. 


It 
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Limitations 


Does the industry business cycle have limitations? Obviously, 
yes! Unfortunately, data which are developed based on the in- 
dustry business cycle will only be as good as the reliability of the 
industry business cycle information. A business cycle cannot be 
guaranteed. It is only a crutch upon which to lean and it is a 
crutch which might let one fall occasionally. Nevertheless, it is a 
highly important and useful crutch. 


LIMITATIONS OF STATISTICAL DATA 


or Past YEARS 
Limitations Re: Tonnage Figures 


Let’s consider the limitations of tonnage data of prior years. 
Tonnage statistics of recent years may not be truly comparable 
to tonnages shipped 10 to 12 years in the past. Improved designs 
have resulted in reduced metal sections. The use of low alloys 
has made it possible to reduce the weight of many types of cast- 
ings without reducing either the strength of the casting or the 
service life. Some consideration must always be given to these 
changes when comparing current and past tonnage figures. 


Limitations Re: Dollar Figures 


How about comparison of dollar sales statistics between years? 
Dollar sales comparisons, just as tonnage comparisons, have their 
limitations. They have been affected by both higher costs, which 
have forced higher seiling prices and the general inflationary 
trend, which has probably outdistanced technological advances. 

Dollar sales statistics are probably, however, easier to adjust 
to reasonably comfortable relationships than tonnage statistics. 
Price indexes are available for use in stating sales for various 
years or periods in terms of constant dollars. The constancy of 
the dollars is, of course, limited to the appropriateness of the 
price index chosen. 


Limitations Re: Indexes 

Technological advances affect comparative statistics, and price 
index adjustments are usually an inadequate method of recogniz- 
ing the effect of these advances on comparisons. Although indexes 
do not provide completely satisfactory bases for adjustments be- 
tween years, they provide the best guides available. 
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Indexes which might be used are: 
1. Bureau of Labor Statistics Wholesale Price Index 
or 


2. The Consumer Index. 


In spite of the apparent inadequacy at times of indexes as a 
means of adjustment of comparative statistics, some attempt to 
remove the effect of inflation from sales statistics is desirable, no 
matter what its limitations, if for no other reason than simply to 
allow an evaluation of whether or not conclusions drawn from 
actual accumulated sales data over a period of past years are 
materially misleading. 


Business Cycite INFORMATION 
OF 


RELATED INDUSTRIES AND CUSTOMERS 


It must be remembered in considering the usefulness of busi- 
ness cycle information in determining costs that it is not just the 
business cycle of a given industry that may provide useful infor- 
mation. The relationship of the cycle of one industry to that of 
another frequently provides helpful information. Business cycle 
information can also be useful by comparing it with the cycle of 
an individual company. 

The company may find that its cycles are very different from 
those of its industry. One reason could be that the particular com- 
pany has a large part of its sales tied up in one or two lines of 
business which are not affected by the same trends as affect the 
industry in general. Obviously, in instances such as this the 
individual company would be wise to rely on business cycle data 
concerning its star customer or customers, rather than business 
cycle data of the industry. 


Direct CostiING FoR STEEL FounpDRIES 


Accountants have provided management and operating per- 
sonnel with a highly useful tool through the identification and 
separation of the fixed and variable components of cost. Such a 
segregation allows operating management to decide more success- 
fully on a course of action involving increases or decreases in 
volume of a particular product or product line. For example, if 
a manager has an opportunity to increase the quantity of a prod- 
uct to be sold, but must do so by accepting a slightly lesser price, 
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it is quite often the case that additional total profits will result. 
However, a method of measurement is needed to indicate the 
effect on profits before such a lower price is established. Direct 
costing provides this method of measurement. 

The mechanics of providing this information involves identifi- 
cation and separation of the variable and fixed costs of each de- 
partment and cost center and the separate application of these costs 
to product lines or even, perhaps, to individual products. By this 
method, the effects on volume can be related directly to variable 
and fixed expenses, and a particular price or various prices can 
then be evaluated in terms of profit contribution of a product 
line at various possible volume levels. 

Direct costing emphasizes a concentration on the truly vari- 
able costs. Obviously, there are a number of manufacturing costs 
which are not affected to any appreciable degree by fluctuations 
during the business cycle. These costs such as depreciation, prop- 
erty taxes, insurance, supervisory salaries, shop office expense, 
etc., are better classified as fixed period expenses as opposed to 
being spread to products as a part of overhead. 

In arriving at product costs, volume is exceedingly important. 
Moreover, it is especially important to consider the company’s 
normal (or average) volume during a full cycle of good and bad 
times. To use the volume for a few months or a year without 
considering whether business during that period was especially 
good or especially poor may well result in product cost estimates 
which are completely unrealistic for quotation purposes. Why 
should this happen? Mainly, fixed costs are the culprits. 

Fixed costs remaining substantially constant over varying 
volumes of production result in widely varying applications of 
fixed overhead and, therefore, widely varying product costs. It 
is important to overcome this difficulty by segregating fixed costs 
from variable costs in order that product cost estimates may be 
developed based on variable costs only. Provision can then be 
made for the recovery of fixed costs at the average level of opera- 
tions which is expected for a complete business cycle. This can 
be accomplished, of course, by special analysis without changing 
the existing accounting system. Companies, however, often prefer 
to maintain their accounting records on this “direct costing” basis. 


Drrect CostTING AND THE BusINEss CycLE 


Let’s consider the effect of financial reporting based on ab- 
sorption costing on the business cycle. When business is booming, 
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inventories are piled up and profits are overstated. This feeds the 
boom. Afterward, when business recedes and a company begins 
to use up inventories, what happens where absorption costing is 
used? Profits are understated! This increases the depth of the 
depression. 

The positive benefit to analysts, credit men and the investing 
public through the use of direct costing for financial reporting is 
tremendous. Most of you are familiar with the profit/volume 
chart as a management tool for analyzing the profit structure of 
a company. In management services work, such charts are fre- 
quently used as an aid in diagnosing business “‘ills.”” Such a chart 
shows the total period expense, the P/V ratio, the break-even 
point and the margin of safety. With direct costing, the income 
statement is an automatic P/V chart. 


SUMMARY 


Knowledge of the business cycle is important in the establish- 
ment of good product costs. It is helpful in forecasting and 
budgeting, and it is important in connection with studies of cost- 
volume-profit relationships. 

Segmented income statements are important and useful, but 
caution must always be applied in their interpretation. 

Industry business cycle information is helpful but we must 
keep in mind that it is only an indicator. Each company must 
seek to determine its own business cycle as this may be a better 
ingredient for cost analysis usage than industry business cycle data. 
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Corporate Accounting Periods 


By Raymond E. Graichen 


Most of the modern accounting methods under which we operate 
have been developed during the past 50 years. Many date only 
a few years back. To one who reflects for a moment as he surveys 
the vast coverage of our profession, this may be surprising, if not. 
startling. Isn’t it a little difficult to believe that a hundred years 
ago business showed little interest in annual closings? Annual 
closings did not come into vogue until the late 1800’s. Similarly, 
isn’t it a little surprising that the corporate form of entity was 
not entirely perfected or too popular a hundred years ago? At 
the turn of the century there were less than 200,000 U.S. corpo- 
rations. Today there are a million active corporations spread 
across the country and new incorporations are currently occurring 
at a rate well in excess of 100,000 annually! We live in an era of 
unprecedented social and economic growth, an era of innovation, 
of improvement and of examination and adjustment. 


Statutory Accounting Periods 


1959 might well be termed the fiftieth anniversary of the 
“Natural Business Year.” Advocates of that year first appeared 
on the scene in 1909 when Congress enacted a corporate excise 
tax and required every corporation to report on a calendar-year 
basis. This tax was measured by reference to corporate income 
and was the forerunner of the income tax which went into effect 
during 1913 after the 16th Amendment to the Constitution. The 
use of a fiscal year became available to corporations providing the 
Commissioner gave his approval to such an accounting period. It 
wasn’t until the Revenue Act of 1918 that a corporation could 
select a fiscal year without the Commissioner’s permission. By 
that time, the calendar year had become a habit which even to 
this day persists. 

A new corporation may now select a calendar year or any 
fiscal year it desires, the only requirements being that the corpo- 
rate books be kept on the basis of the year selected and the first 
return be timely filed. In addition “automatic” provisions are 
available under which a corporation may change its year without 
prior approval. 
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The Natural Business Y ear 


Much has been said about the merits of selecting or changing 
to a natural business year, that period of twelve consecutive 
months which ends when the activities of a business have reached 
the low point in their annual cycle. 


The Chief Accountant of the Securities and Exchange Com- 
mission in Accounting Series Release No. 17 concluded: 


...The advantages to be obtained from the adoption of a fiscal-year-end 
date which coincides with the lowest point in the annual cycle of operations 
are clear and to my mind have never been shown to be outweighed by re- 
lated disadvantages. Among the more important advantages there may be 
mentioned the probability of obtaining more complete and reliable financial 
statements since at the close of the natural business year incomplete trans- 
actions, and such items as inventories would ordinarily be at a minimum... 


The Subcommittee on Independent Audits and Audit Pro- 
cedure of the New York Stock Exchange has stated: 


..-The natural business year of the industry in which a company is en- 
gaged is recommended, unless impracticable for special reasons, as the fiscal 
year of the company instead of the calendar year... By adopting a natural 
business year which conforms to the true business cycle of the particular 
industry, corporations may simplify their problems of year-end adjustment 
and reduce the cost of stock-taking, besides permitting a more efficient and 
more economical audit. The income account of a company based on a com- 
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Corporate Accounting Periods 


pleted cycle of a normal year’s operations would give the investor a fairer 
picture of the operations of his company. Reports of companies in the same 
field of business would be directly comparable, as almost all industries have 
their own clearly defined natural business years. 


The National Association of Accountants in Accounting Prac- 
tice Report Number 8 said: 

..-The natural business year is another well-known method of changing 
the calendar for greater suitability. While the reasons for this change are 
not all accounting in nature, the main purpose for the change is to have 
annual reports reflect the full results of the yearly business cycle. The annual 
report loses a great deal of its meaning when it incorporates the end of one 
cycle and the beginning of a new one. By revising the starting and end of 
the business year to conform to the variations in business activity, the busi- 
nessman is in a better position to fully grasp the significance of what has 
taken place... 

There appears to be no single authority who disagrees with 
the concept, and all agree that in most cases benefits are bound to 
flow from the selection of or the change to a natural business year. 

Information published by the U.S. Department of Commerce 
indicates that almost every industry has an annual cycle or a low 
point of productive activity during any period of 12 consecutive 
months. At the same time, information prepared by the Internal 
Revenue Service discloses that only a few industries as a whole 
have accounting periods which coincide with their annual cycle 
or end at the low-point. Thus, many companies are still not re- 
alizing the benefits of a natural business year or low-point closing. 


Advantages of a Low-Point Closing 


Our economic society is keenly aware that time is of essence. 
The by-word is efficiency and the result is maximum production 
at the least cost. The principle does not suggest that we sacrifice 
quality; to the contrary it requires that we improve it, and there 
‘an be no dispute that the principle applies just as fully to the 
accounting function as it does to the production line. It follows 
that if a natural business year or low-point closing produces bene- 
fits, then serious consideration should be given to the adoption of 
such a year or closing. 

Many and varied advantages are reported. The principal ad- 
vantages, one or more or all of which might apply to any given 
situation, may be summarized as follows: 

1. Manufacturing operations have temporarily declined thereby releasing 
more clerical and administrative personnel to effect the annual closing. Thus, 


personnel may be more readily organized and the annual closing causes less 
interference with the productive activity. 
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2. Inventories are ordinarily at a minimum with the result that the physi 


cal count may be more complete, more efficient and less costly. 


3. Accounts receivable and accounts payable are at a low point so that 
confirmation and audit thereof may be greatly facilitated. 


4. Incomplete transactions are at a minimum. Consequently there will 
be fewer year-end adjustments and there exists the probability of more com- 
plete and reliable financial statements. 

5. Financial statements may be more comparable with those of the 
industry. 


6. The balance sheet reflects a more liquid position which is helpful in 
obtaining credit or loans. 

7. Dispute areas are lessened for Federal income tax purposes and income 
tax returns are more quickly and conveniently prepared. 

8. A more efficient and economical audit is likely. 

Deterrents are sometimes offered as reasons for not changing 
to a natural business year. A long-range view, however, fre- 
quently outweighs most problem areas. Acceleration of tax pay- 
ments frequently is advanced as a reason for not changing. The 
required prepayment of corporate taxes under present law prac- 
tically eliminates this objection in most cases, and in any event 
there is a corresponding deferment of tax on income of the months 
following the change. One real deterrent exists in a small number 
of cases. If the taxpayer has a net operating loss to be carried 
over to future periods, a change of accounting period will shorten 
the time over which the loss can be utilized, as the short period 
resulting from the change is counted as a full taxable year for 
purposes of the five-year carryover. 

Determination of Annual Cycle or Low Point 

Several factors may be applicable in the determination of the 
annual cycle or the low point of any 12 consecutive months of 
activity for a given business. Generally speaking, a reliable in- 
sight may be obtained from a tabulation for the most recent five- 
year period of the monthly amounts of production and sales and 
a similar tabulation of month-end balances of inventories, ac- 
counts receivable, accounts payable and loans payable. These 
tabulations will ordinarily disclose the annual cycle and the low 
point. 

An alternative might be to turn to monthly statistical informa- 
tion published by the U.S. Department of Commerce, Office of 
Business Economics. Correlation of that information will disclose 
the annual cycle and low point for any given industrial group as 


a whole. For example, available information for recent years 
discloses the following: 
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Low-Point Months 


Manufacturing Production Goods 


Industries Employment Produced Inventories Sales 
| May 
Primary Metals. ..... June 
July July July July 
_ August August August 
| July 
Autos and Trucks... . 2 August August 
September September September September 
| October October 
January 
February February 
Patrolounand Coal .. March March March 
April April April 
May May 
June 
July July July July 
Rubber Products... . August August August August 


September September 


July July July July 
Chemicals. . . . August August August 


September 


Even though a company may be diversified and might indeed 
be in several distinctly different businesses it would still be desir- 
able to determine the low point for each of the several businesses. 
Although it might be impossible to select a year end which would 
be suitable for each of the businesses, the information neverthe- 
less may be extremely helpful in the accounting function. The 
annual physical inventory might be taken at the low point for 
each business rather than at the company year end provided ade- 
quate internal control exists to account for the inventories be- 
tween the physical date and the year end. Other accounting and 
audit efficiencies might be effected. 


Corporate Accounting Period Trends 


In view of all that has been said over the years about the 
natural business year it is timely so investigate the trend and 
report the results. Information published by the Internal Revenue 
Service provides the factual evidence. 
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Based upon the number of corporate Federal income tax re- 
turns filed, a trend away from the calendar year is apparent: 


Fiscal Year Number of Full Year 

Ending Returns Filed by Calendar Fiscal 

June 30 Active Corporations Years Years 
1913 eine 250,000* 90°°* 10%* 
1930 dex’ $50,000* 80%* 20°%* 
1952 5 621,000 61% 39% 
1953 ; 639,100 60°, 40°, 
1954... 660,600 59%, 1 O/ 
1955 ‘ 679,400 571% 13°, 
1956... 757,000 56% 140; 
1957...... 839,500 54% 16°; 


* Estimated 


Based upon the income tax liabilities reported by corporate 
returns, a substantially different picture is portrayed: 


Fiscal Year Total Income Tax Calendar Year Fiscal Year 

Ending June 30 Liabilities Reported Returns Returns 
1913 ; $ $3,128,000 95%* 5%* 
1930 ; 711,704,000 90°>* 10%* 
1952... 19,623, 441,000 78°; 920; 
1953. ....... 17,596,969,000 718% Qo0; 
1954 , ‘ 18,255,625,000 80°; 20%; 
1955 wh 16,823,241,000 78% A hl 
1956 A 21,740,890,000 19% 219, 
1957... 21,364,290, 000 180% a6 


* Estimated 


From the foregoing there appears to be no question that new 
corporations at an increasingly higher rate are selecting fiscal 
years rather than calendar years. At the same time, however, it 
is clear that calendar-year corporations year after year report about 
80 per cent of total income tax revenues, indicating that older 
established companies continue to report the bulk of corporate 
income and they are staying with the calendar year. Roughly 
speaking, it may be said that if a corporation has been in exist- 
ence for at least 15 years there is a 75 per cent chance that it has a 
valendar year; if at least 25 years, then an 80 per cent chance. 

Further analysis discloses that during the 1952-1957 period 
the accounting periods selected by more than 200,000 new cor- 
porations were as follows: 
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Average for Average for 
Order of Year End 1952-1957 Fiscal Year End 
Choice Selected Period June 30, 1957 
Redan ae December 31 33.4% 35.4% 
ae ie oer ee June 30 11.3% 8.7% 
Se, Pee ee March $1 9.6% 9.4% 
_ Merete prctone: September 30 8.4% 8.6% 
62.7% 62.1% 
Oe ees October 31 5.3% 5.9% 
Ne etetcee ... April 30 5.2% 4.4% 
To.ccceescees Bebruary 28 5.0% 3.0% 
Be Sr he May 31 4.92% 3.6% 
et hk eters, .. August 31 4.6% 5.8% 
| Se 4.55 6.3% 
11 weseoses Contary Sl 4.5% 1.6% 
12 ........ November 30 $.3% 4.39 
100.0%; 100.0%; 


The calendar year still remains the favorite although much 
less a favorite when compared with 25 years ago when about 80 
per cent of all corporations employed the calendar year. It is of 
particular interest that the first four choices coincide with cal- 
endar quarter endings—December 31, June 30, March 31 and 
September 30. It is apparent that when a corporation does decide 
in favor of a fiscal year it goes first to the calendar quarter, and 
this decision is undoubtedly tied closely to the fact that many 
taxes are required to be reported on a calendar-quarter basis. 


The Major Industry Groups 


On the basis of the number of returns filed, the pattern for 
each major industry group is generally the same as that for the 
composite of all corporations filing returns (see above). In order 
to find any exception among major industry groups it is necessary 
to compare the total corporate income reported by each group. 
Based on returns filed by corporations with years ending during 
the government fiscal year July 1, 1956 to June 30, 1957, income 
was reported as follows by the five major industry groups report- 
ing the greatest amount of corporate income: 
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Per Cent of Per Cent of Income Reported on 
Total Number Total Amount 
of Corporate of Corporate Calendar- _— Fiscal- 
Major Industry Returns Income Year Year 
Group Filed Reported Returns Returns 
1. Manufacturing 15% 538% 79% 21% 
2. Public utilities 4% 13% 97% 3% 
3. Financial 
institutions 1% 8% 84% 16% 
4. Retail trade 19% 5% 40% 60% 
5. Wholesale trade 11% 5% 60% 10° 


56% 84% 


It is readily apparent that the outstanding exception is the re- 
tail trade. Nevertheless, the calendar year still is the number one 
year. Close behind is the year ending January 31 which accounted 
for 35 per cent of total income reported by the retail trade. 

An analysis of the largest income-producing group, the manu- 
facturing group, indicates that within the group chemicals reported 
82 per cent of its income on a calendar-year basis, primary metals 
93 per cent, machinery and equipment 70 per cent, motor vehicles 
96 per cent, and petroleum and coal 96 per cent. An exception to 
this high calendar reporting was leather and leather products, 
which reported 27 per cent on calendar-year returns, 27 per cent 
for years ending November 30, and 23 per cent for years ending 
October 31, with the remaining 23 per cent spread throughout 
the other months. 

With the manufacturing group reporting 53 per cent of all cor- 
porate income and reporting on the average 79 per cent of its own 
income on the calendar-year basis, it seems clear that it is here 
where the natural business year or low-point closing should be 
investigated, in particular with respect to the older established 
companies. 


Change of Accounting Period 


It seems clear that despite a trend toward accounting periods 
other than a calendar year there still remains a hard core of 
“oldster”’ corporations which cling determinedly to the calendar 
year even though a different year might produce advantages. 
Perhaps “resistance to any change” is just too great. 

Changing an accounting period in most cases is relatively 
simple for Federal income tax purposes and such a change ordi- 
narily is acceptable by the states for their taxes. 
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A change will be “automatic”? (no permission required) if a 
corporation is in a position to satisfy the following four conditions: 


1. There has not been a change of accounting period during the ten 
calendar years (or the number of calendar years during which the taxpayer 
was in existence, if less than ten) ending with the calendar year in which 
falls the beginning of the short period required to effect the change; 

2. A net operating loss has not been sustained for the short period; 

3. The taxable income for the short period when placed on an annual 
basis is at least 80 per cent of the taxable income for the taxable year im- 
mediately preceding the short period; end 

4. If the corporation is (a) a personal holding company, (b) a foreign 
personal holding company, (c) an exempt organization, (d) a foreign corpora- 
tion not engaged in trade or business in the United States, (e) a Western 
Hemisphere trade corporation, or (f) a China Trade Act corporation, for 
either the short period or the immediately preceding taxable year, it must 
have the same status for both periods. 


If the above conditions cannot be met, then it is necessary not 
later than the end of the month following the close of the short 
period to file with the National Office of the Internal Revenue 
Service an application on Form 1128 for permission to change. As 
a general rule applications are approved if the change is purposed 
principally on sound business reasons and not on tax avoidance. 


Conclusion 


No matter how significant the result, industry and commerce 
should seek out and utilize every possible improvement in finan- 
cial reporting. The switch to a natural business year or so-called 
low-point closing offers much to many who have not yet explored 
the possibilities. Take a look now! 
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The New Partners and Principals 


The Firm is pleased to welcome into partnership Messrs. Frank 
G. Beatty, William G. Casey, L. Patrick Deering, Bill Goodner, 
Robert S. Haas, Edward B. Hastings, Roscoe E. Irving, Kenneth 
P. Johnson, Bernhard U. Krummel, James D. McMenamin, Ken- 
neth J. Mutzel, John J. O'Donnell, Anthony P. Rua, Victor F. 
St. Thomas, and Michael Shegda (Principal). Their records of 
service to our clients and to the Firm have in each case well mer- 
ited their recognition and we are confident that they will meet 


their increased responsibilities in fullest measure. 


On July 1 of this year, the Firm announced the formation of the 
Lybrand Terriberry Division. At that time, the following mem- 
bers were admitted into the Firm as Principals: Robert D. Collins, 


Arthur F. Parry, Frederick P. Sloat, and Stephen Stewart. 


ALVIN R. JENNINGS 


The New Partners and Principals 


FRANK G. BEATTY 


Frank G. Beatty was born in Jackson, Michigan, in 1921. He 
attended schools in Michigan and Ohio, graduating from Central 
High School, Columbus, Ohio. 
He entered Ohio State Univer- 
sity but his education was 
interrupted by three-and-a 
half years’ service as an Air 
Force pilot during World 
War II. Upon completion of 
military service he returned to 
Ohio State University where 
he majored in accounting and 
was graduated in 1949 with a 
B.S. degree. 

Mr. Beatty joined the New 
York staff of the Firm in July, 
1949. For several years he par- 





ticipated as an instructor in 
both the New York office and the L.R.B. & M. Central Training 
Schools. He is a Certified Public Accountant in the States of New 
York and New Jersey and a member of the American Institute 
of Certified Public Accountants. 

Mr. and Mrs. Beatty and their three children reside in Short 
Hills, New Jersey. 
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WILLIAM G. CASEY 


William G. Casey was born in Rosemont, Pennsylvania, on Au- 
gust 30, 1917. He attended parochial schools in the Philadelphia 





area and was graduated with 
honors from St. Joseph’s Col- 
lege in 1939. 

After three years in industry 
and four years in the military 
service, he joined the staff of 
the Philadelphia office in De- 
cember, 1945. In 1959 he trans- 
ferred to Boston where he is 
the Assistant Director of the 
Northeast Region, Manage- 
ment Consulting Services. 

Mr. Casey is a Certified 
Public Accountant of Pennsyi- 
vania and Massachusetts and 
a member of the American 


Institute of Certified Public Accountants, the Massachusetts So- 
ciety of Certified Public Accountants, and the National Association 


of Accountants. 


The Caseys, with their three sons and daughter, reside in 


Needham, Massachusetts. 
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The New Partners and Principals 


L. PATRICK DEERING 


L. Patrick Deering was born in County Carlow, Ireland, on April 
24, 1923. He received his primary education in Ireland and see- 
ondary education at Fordham 
Preparatory School in New 
York City. After completing 
a year at Fordham University, 
he served three years with the 
United States Air Force in the 
European theatre. Following 
his release from active duty in 
1945 he resumed his studies at 
Fordham and in 1948 received 
his B.S. degree from Columbia 
University School of Business. 
He joined the staff of the New 
York office in July, 1948 and 
transferred to the Baltimore 





office in January, 1951. 
Mr. Deering is a Certified Public Accountant of Maryland, a 
member of the American Institute and the Maryland Association 
of CPAs. 
Together with his wife and their four children—two boys and 
two girls—Mr. Deering lives in Murray Hill, Baltimore, Maryland. 
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BILL GOODNER 


Bill Goodner was born in Polk County, Tennessee, on September 4, 


1918. At an early age he moved 





with his family to Nahunta, 
Georgia, where he attended 
elementary and high school. 
Upon completing high school, 
he entered the University of 
Georgia from which he was 
graduated in 1939. Upon 
graduation, he accepted a posi- 
tion with the Tennessee Coal 
& Iron Division, United States 
Steel Corporation in Birming- 
ham, Alabama. He remained 
with that company until 1942 
when he entered the United 
States Army Air Force. After 
serving in England, Africa and 
Italy, he was separated from 


military service and in November 1945, was employed by the 


Internal Revenue Service as an internal revenue agent. He ad- 
vanced through various positions in the Service from field examiner 
officer to Conference Coordinator in the Birmingham district until 
in 1957 he became associated with the Firm as Manager of the 
Tax Department in the Birmingham office. 

Mr. Goodner is a Certified Public accountant and is a member 
of the Alabama Society of CPAs, the American Institute of CPAs 
and the National Association of Accountants. 

Mr. and Mrs. Goodner, with their son, John, and their daugh- 


ter, Jane, reside in Mountain Brook, Alabama. 


The New Partners and Principals 


ROBERT 8S. HAAS 


Robert 5. Haas was born in South Langhorne, Pennsylvania, on 
October 31, 1922. He attended public schools in Wayne, Penn- 
sylvania, and continued his 
education at Amherst College 
until 1942. 

Mr. Haas then served three 
years of active duty as a fighter 
pilot in the United States 
Navy. After the close of 
World War II, he attended the 
Wharton School of Finance and 
Commerce of the University 
of Pennsylvania, and upon 
graduation with a B.S. degree 
in June of 1947, he joined the 
staff of the Philadelphia office. 

He is a member of the 
American Institute of Certified 
Public Accountants, the Pennsylvania Institute of Certified Public 
Accountants and the National Association of Accountants. 

Mr. and Mrs. Haas, with their two daughters and two sons, 
live near Valley Forge, Pennsylvania. 
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EDWARD B. HASTINGS 


Edward B. Hastings was born in Kansas City, Missouri, on Oc- 
tober 3, 1922. In 1927, his family moved to Pittsburgh Pennsyl- 





vania, where he received his 
early education in public 
schools. In 1941, he entered 
Washington and Jefferson Col- 
lege, Washington, Pennsyl- 
vania. After two and one-half 
years service with the United 
States Air Force he returned 
to Washington and Jefferson 
College and was graduated in 
1947 with a B.A. degree. He 
joined the staff of the Pitts- 
burgh office immediately upon 
graduation. 

Mr. Hastings is a Certified 
Public Accountant in Penn- 


sylvania, a member of the American Institute of CPAs, the 
Pennsylvania Institute of CPAs and the National Association of 
Accountants. He has served both as a member and as chairman 
of numerous committees of the Pittsburgh Chapter of the Penn- 


sylvania Institute. 


Mr. and Mrs. Hastings have one daughter and three sons and 
reside in Mount Lebanon, Pennsylvania. 
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ROSCOE 


Roscoe E. Irving was born in 
January 2, 1924 and received 
schools there. During World 
War IT he joined the Air Force 
and served as pilot of a medium 
bomber in the Southwest Pa- 
cific theatre. 

Following his separation 
from service, Mr. Irving con- 
tinued his education at Boston 
University and was graduated 
in 1949 with a degree of Bache- 
lor of Science in Business 
Administration. While at the 
University he was elected to 
membership in Beta Gamma 
Sigma, the honorary society of 
the College of Business Admin- 


The New Partners and Principals 


E. IRVING 


Manchester, New Hampshire, on 
his early education in the public 





istration. He joined the Boston office staff in January, 1949. 

Mr. Irving is a Certified Public Accountant of Massachusetts 
and is a member of the American Institute of Certified Public 
Accountants and the Massachusetts Society of Certified Public 
Accountants. From 1952 to 1957 he taught accounting as an 
instructor in the Evening Division of the Boston University College 


of Business Administration. 


Mr. and Mrs. Irving and their four sons and daughter live in 


Wakefield, Massachusetts. 
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KENNETH P. JOHNSON 


Kenneth P. Johnson was born in 1928 in Pittsburgh, Pennsyl- 
vania, and received his elementary and secondary education in 





local schools. After a period of 
military service, he attended 
the United States Military 
Academy and the University 
of Pittsburgh, from which he 
was graduated in 1952 with a 
Bachelor of Business Adminis- 
tration degree. He joined the 
staff of the Pittsburgh office in 
that year. 

A Certified Public Account- 
ant, Mr. Johnson is a member 
of the American Institute of 
CPAs, Pennsylvania Institute 
of CPAs, National Association 
of Accountants and Institute 


of Internal Auditors. He has participated on several committees 
of the Pennsylvania Institute and its Pittsburgh Chapter. In 
addition, he has been active as an Associate Director of the 
Pittsburgh Chapter, National Association of Accountants for the 


past five years. 


Mr. Johnson is a member of the Pittsburgh Athletic Associa- 
tion and is active in civic affairs in Upper Saint Clair Township, 
Pennsylvania, where he resides. Mr. Johnson is married and has 


one daughter. 
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BERNHARD U. KRUMMEL 


Bernhard U. Krummel was born in Tacoma, Washington, on May 
16, 1911. He attended public schools in the State of Washington, 


was graduated from Wilson’s 
Business College in 1929 and 
after an interval as private sec- 
retary to a broker and purser 
of a trading vessel, was gradu- 
ated from the School of Busi- 
ness of the University of Wash- 
ington in 1935. While at the 
University he was elected to 
membership in Beta Gamma 
Sigma and Pan Xenia. After 
graduation, he was with the 
Washington State Tax Com- 
mission as district office man- 
ager and special auditor. He 
then continued his education 
at Harvard Graduate School 





of Business receiving a Masters 


degree in Business Administration in June, 1942. 

Mr. Krummel is a CPA in California and Washington, is a 
member of the American Institute of CPAs and the Washington 
Society of CPAs, and has served as chairman of several committees 


of the state society. 


Mr. Krummel has been an instructor at the University of 
Washington, and has been active in community activities including 
the Municipal League, the foreign student exchange program and 
is on the executive committee of Group Health Hospital of Puget 


Sound. 


Mr. and Mrs. Krummel live in Seattle and have two daughters, 
one of whom was recently married, 
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JAMES DENNIS McMENAMIN 


James D. McMenamin was born in Philadelphia, Pennsylvania, 
on March 12, 1927. He received his grade and high school educa- 

tion in the parochial schools of 
that city. After two years of 
World War II military service 
in the United States Navy as 
a signalman, he attended The 
Taylor Business School in 
Philadelphia. Upon graduation 
in February, 1948 he joined 
the staff of our Philadelphia 
office. 

He is a Certified Public 
Accountant of Pennsylvania, 
and a member of the American 
Institute of CPAs, the Penn- 
sylvania Institute of CPAs, 
the National Association of 
Accountants, the American Association of Hospital Accountants 
and the American Petroleum Institute. He is currently a Vice 
President of the Philadelphia Chapter of the National Association 
of Accountants. 

Mr. and Mrs. McMenamin and their five children make their 
home in Levittown, Pennsylvania. 
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KENNETH J. MUTZEL 


Kenneth J. Mutzel was born in Lancaster, Pennsylvania, on May 1, 
1922. He attended parochial and public schools in Lancaster, 
and completed his education 
at Gibson Institute in Phila- 
delphia, from which school he 
was graduated in June, 1948. 

Mr. Mutzel served for five 
years with the U. S. Marine 
Corps, most of which time was 
spent in the Caribbean and 
South Pacific areas. 

Shortly after his release 
from active duty, he joined the 
staff of our Philadelphia office 
on September 23, 1946. In 
April of 1954, he became a 
member of its Tax Depart- 
ment. 

Mr. Mutzel is a Certified Public Accountant of Pennsylvania 
and Texas, and a member of the Pennsylvania Institute, the Texas 
Society and the American Institute of Certified Public Accountants. 
He has served on various committees of the Philadelphia Chapter 
of the Pennsylvania Institute, most recently as Chairman of its 
Committee on Tax Meetings. 

Mr. and Mrs. Mutzel currently reside in Houston, Texas, with 
their three sons and two daughters. 
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JOHN J. ODONNELL, JR. 


John J. O'Donnell, Jr. was born in New York City in 1927. Upon 
graduation from Fordham Preparatory School in 1944, he served 
two years in the U.S. Naval 
Air Corps. He was graduated 
from Fordham University with 
a B.S. degree in business in 
1950 and joined the New York 
office of the Firm in September 
of that year. 

In 1955, Mr. O’Donnell be- 
gan specializing in management 
services work and, in 1960, was 
transferred to the Detroit office 
of the Firm as Regional Direc- 
tor—Management Consulting 
Services. He is a member of the 
American Institute of CPAs, 
the Michigan Association of 
CPAs, The National Association of Accountants, The American 
Production and Inventory Control Society and the Society for 
Advancement of Management. 

Mr. and Mrs. O'Donnell and their four children reside in 
Birmingham, Michigan. 
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ANTHONY P. RUA 


Anthony P. Rua was born in East Kingston, New York, on June 8, 
1920. He received his public school education there and was 
graduated with honors from 
Kingston High School, Moran’s 
School of Business (Kingston, 
N. Y.), and Pace College 
(B.B.A. degree—1948). He 
received his college education 
after returning from military 
service in the European and 
Asiatic Pacific theatres of op- 
eration where he served with 
an Office of Strategic Services 
Parachute School. 

Mr. Rua is a Certified 
Public Accountant of New 
York and is a member of the 
American Institute of CPAs 
and of the New York State Society of CPAs. He, his wife and 
three children—two girls and a boy—live in Hicksville, New York. 
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VICTOR F. ST. THOMAS 


Victor F. St. Thomas was born in Nutley, New Jersey, on Febru- 
ary 6, 1920. He attended public schools in New Jersey and New 





York City, and continued his 
education at Fordham Univer- 
sity, where he obtained a B.S. 
degree in business administra- 
tion in June, 1940. After a 
year of employment on the ac- 
counting staff of a corporation 
in New York City, he was 
ordered to active duty with the 
Army where he served for four 
and one-half years on the East 
and West Coasts and in the 
Asiatic-Pacific theater of op- 
erations. Upon separation 
from the service, he spent a 
year and a half employed as 


accountant for a corporation in Mount Vernon, New York. In 
December, 1947 he left that firm to join the staff of the New York 


office. 


Mr. St. Thomas is a Certified Public Accountant of New 
York. He is a member of the American Institute of CPAs, the 
New York State Society of CPAs and the National Association 
of Accountants. He is currently a member of the Committee on 
Cost Accounting and Inventory Methods of the New York State 


Society of CPAs. 


Mr. and Mrs. St. Thomas and their two daughters live in 


Hicksville, Long Island, New York. 
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MICHAEL SHEGDA 


Michael Shegda was born in Philadelphia, Pennsylvania, on June 
13, 1921 and received his early education in the Philadelphia public 
schools. He studied at the 
West Chester State Teachers 
College, Temple University 
and New York University. He 
received his Ed.M. and Ed.D. 
degrees from Temple Univer- 
sity. His fields of concentration 
have been mathematics, eco- 
nomics, finance, and business 
administration. 

Mr. Shegda was engaged for 
five years in production control 
and scheduling activities for 
General Electric Company and 
the E. L. Wiegand Company, 
serving as Assistant Production 
Control Manager with the latter firm. During the period 1947 to 
1953, he taught various courses in economics, finance, and man- 
agement at Rider College and Temple University. In 1953, he 
joined the Radio Corporation of America as Applications Specialist, 
planning electronic data processing installations. He also served 
as Manager of Customer Training for RCA. 

In 1957 he joined the Management Services Research and 
Consulting Division of the Firm. 

He and his wife and daughter reside in Morristown, New Jersey. 
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ROBERT D. COLLINS 


Robert D. Collins was born in 1909. Since 1950 he has been a 
Partner of The Terriberry Company which he joined in 1945. For 
the four preceding years he was 
Senior Personnel Consultant 
with Barrington Associates. 
Prior to that he was with Sears, 
Roebuck and Co., E. R. Squibb 
& Sons and Air Associates in 
supervisory capacities in per- 
sonnel and industrial relations. 

For seven years Mr. Collins 
taught the basic course in Per- 
sonnel Management given by 
the evening division of New 
York University and their 
course in Employee Benefit 
Plans. For the past ten years 





he has lectured on Employee 
Benefits at New York University and has assisted with Seminars 
at Cornell and the American Management Association. During 
1951-52 he served as an Industry Member on the tripartite Health 
and Welfare Committee of the Wage Stabilization Board. The 
sections on employee benefits in the “Insurance Manual for Depart- 
mentized Stores” were written by him when this book was pre- 
pared in 1955 by the Comptroller’s Congress of the N.R.D.G.A. 

Civic affairs are among Mr. Collins’s interests and include 
serving as Chairman of the Verona (N. J.) Planning Board, Verona 
Community Fund Drive and the Kinnelon (N. J.) Boy Scout 
Committee. He is currently head of the Bowdoin Fathers Asso- 
ciation and recently completed five years of service as a Governor, 
Trustee, Treasurer and Vice President of the Smoke Rise Club 
which is the operating organization for the community of Smoke 
Rise, New Jersey, in which he resides. He has been, since its 
inception, a Director of W. L. Gore & Associates, Inc. of Newark, 
Delaware. His memberships include the Cornell Club of New 
York and the Economic Club of New York. 

Mr. and Mrs. Collins are both native of New Jersey and have 
two sons. The older attended Purdue and Yale and is a Chemical 
Engineer; the younger is an Economics Major, attending Bowdoin 
College. 
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ARTHUR F. PARRY 


Arthur F. Parry was born in Granville, New York, in 1910 and 
attended the local schools. Having won the New York State and 
Cornell scholarships, he entered — 
Cornell University in 1927 and | 
was graduated with an A.B. ‘ 
degree in 1931. That summer, 
he joined The Equitable Life 
Assurance Society in the Actu- 
ary’s Department. 

During World War II he 
was commissioned as a lieuten- 
ant in the Air Arm of the Navy. 
He served as a navigator on 
patrol duty in the Caribbean 
and in the Aleutian Islands and 
was also an instructor in Celes- 





tial Navigation for cadets and 
pilots at various Naval Air 
Stations. 

After the war he returned to The Equitable Life Assurance 
Society and completed the examinations to become a Fellow in 
the Society of Actuaries. He was a mathematician with The 
Equitable when, in 1951, he joined The Terriberry Company. He 
became an Associate of the Company in 1954 and a Partner in 
1958. 

Mr. Parry is a member of the Cornell Club of New York and 
lives in Pound Ridge, New York, with his wife and three daughters. 
He is a member of Saint Matthews Episcopal Church in Bedford 


Village, New York. 
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FREDERICK P. SLOAT 


Frederick P. Sloat was born in Barryville, New York, in 1906. 
He was graduated from Wesleyan University in 1927, where he 
was elected to Phi Beta Kappa. 
He entered the employ of The 
Equitable Life Assurance So- 
ciety following college, and be- 
came a Fellow of the Society 
of Actuaries in 1933. He was 
Assistant Actuary of The 
Equitable at the time he left in 
1947 to establish his own busi- 
ness as a Consulting Actuary. 
He merged his consulting prac- 
tice with The Terriberry Com- 
pany in 1948 and became a 
Partner in 1950. 

In 1951-52 he served as an 
Industry Member on the tri- 
partite Health and Welfare Committees of the Wage Stabilization 
Board. He was Executive Secretary of the American Pension 
Conference for six years. He is Trustee and Chairman of the 
Investment Committee of the Methodist Home for the Aged of 
New Jersey. He is also active in other financial operations of the 
Methodist Church in New Jersey and its General Board of Pen- 
sions in Chicago. Mr. and Mrs. Sloat were representatives to the 
World Methodist Conference in Oslo, Norway, during August, 1961. 

He is a Mason and has been a member of the Board of Man- 
agers of the Harmonia Savings Bank in Elizabeth, New Jersey. 
His memberships include The Holland Society of New York and 
the Union League Club. 

Mr. and Mrs. Sloat live in Roselle Park, New Jersey, and have 
two sons, one of whom is in the Pension Trust Department of a 
large New York bank and the other is a student at Wesleyan 
University. 
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STEPHEN STEWART 


Stephen Stewart was born in New York in 1916. He started his 
business career with the New England Mutual Life Insurance 
Company serving their New 
York metropolitan agencies as 
Cashier, Office Manager and 
Brokerage Manager. In addi- 
tion, he was responsible for the 
Sales Training program for 
new agents. 

Mr. Stewart interrupted 
his association with the New 
England Mutual to enlist in the 
U.S. Army Signal Corps early 
in World War IT. After gradu- 
ating in electronics from Pratt 
Institute, he was assigned to 
Radio (Combat) Intelligence. 
He saw service in Europe from 
D-Day to V-E Day under Generals Hodges and Patton. At the 
end of the European campaign, because of the vital need for 
specially trained Intelligence personnel, he was reassigned and 
went directly to the Philippines and then to Japan at the close 
of the war in the Pacific. Mr. Stewart is the holder of several 
medals for major campaigns in the European and Asiatic-Pacific 
war theatres. 

Shortly after his return to civilian life in 1946, Mr. Stewart 
joined The Terriberry Company. He became an Associate of that 
firm in 1954 and a Partner in 1958. He has been a participant in 
panel discussions on Group Health Insurance held by the Ameri- 
can Medical Association and has acted as Chairman of seminars 
conducted by the American Management Association. 

Mr. Stewart is married and for the past twelve years has made 
his home in Greenwich, Connecticut. He is active in the local 
affairs of the Red Cross and the Community Chest as well as the 
First Congregational Church, of which he is a member. His clubs 
include the Cornell Club of New York and the Milbrook Country 
Club of Greenwich. 
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Regional Managers’ Conferences 
By J. N. Fina (New York Office) 


Two-day regional managers’ conferences were held during May 
and June 1961 in Detroit, Los Angcles and New York. The prin- 
cipal topic was “on the job training.” Participants shared their 
experiences in training personnel on their assignments beginning 
with orientation of a new supervisor on a job and continuing with 
audit planning at the beginning of the engagement, supervision 
during the engagement and administrative duties at the end of 
the engagement. 

The primary objective of the four sessions was to promote 
general efficiency in the supervision and administration of engage- 
ments by making the managers aware of their responsibilities in 
these areas. The development of senior and supervisors is largely 
dependent upon the ability of the manager to impart the benefit 
of his broader experience without stifling the ambition and in- 
itiative of the senior or supervisor. 

Unlike most prior managers’ meetings, which dealt with ac- 
counting principles or auditing procedures, there were few pub- 
lished guideposts for standardization of on the job training. As a 
result, managers’ personal experiences in dealing with the subject 
were drawn out in discussion so that each one present could evalu- 
ate the merits of the various methods and points of view and 
could profit from experiences of others. 

The participants were in general agreement that the senior or 
supervisor should be kept well informed by the manager of all 
events surrounding the engagement itself and the client’s affairs. 
This tends to give the senior or supervisor a real sense of partici- 
pation and increases his interest in the assignment. A receptive 
attitude on the part of the manager was also considered essential 
to the development of the full potentials of seniors and super- 
visors. Each member of the staff should feel that his suggestions 
for simplifying or improving the work to be performed will be 
seriously considered and, if feasible, will be adopted. The man- 
ager should encourage those who work for him to make independ- 
ent decisions but continue to give the necessary over-all direction 
to the engagement. 

The conferences also inciuded discussions of other topics such 
as interoffice communication techniques, utilization of manager’s 
time, current reading for manager, extra-curricular activities for 
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managers and advisability of developing model audit programs. 
Since, in each of these areas, there is no single right answer and 
no rigid rules for managers to follow, the discussions were gen- 
erally provocative and enlightening. 

The discussion leaders at the Central Regional Meeting held 
in Detroit were Edward E. Bolle, Kenneth E. Green, Earl W. 
Reynolds, and George G. Valentine (Detroit); William R. Richards 
and Louis J. Schaumburg (Chicago); Chester J. Kree and James 
Wamsley (Cleveland). At the Western Regional Meeting held in 
Los Angeles the discussions were led by T. Hayes Anglea, Victor 
L. Liotta and J. Everett Morris (Los Angeles); Carl Patton 
(Houston); C. K. Denman (San Francisco); and Maynard H. 
Fellers (Tulsa). Two Eastern Regional Meetings were held in New 
York. The discussion leaders were C. Ross Bannister, Bradley H. 
Green, Donald Krell and Durward F. Morgan (New York); John 
E. Engel (Baltimore); Roscoe E. Irving (Boston); and Russell K. 
Crans (Philadelphia). 

The meetings at New York were extended for a third day to 
include presentations by Dr. Tibor Fabian of Operations Research 
as applied to inventory management. 


Firm Conference for Tax 
Specialists 
By Sidney Kess, Manager, Tax Training (Central Staff) 


The Firm Tax Conference, October 9-11, 1961 was held at the 
Pocono Manor Inn with approximately 125 tax specialists from 
all the domestic offices attending. The subjects discussed in the 
comprehensive presentation and the chairmen were as follows: 
Working Successfully with the Tax-Free Reor- Raymond E. Graichen 
ganization Provisions 


Report from our Washington Office William T. Barnes 
Employees Benefit Plans Robert D. Collins 
Leasing as a Financing Device Jerome Y. Halperin 


Seminars were held on various tax specialties. These subjects, 

and the Chairmen of the Panels, were as follows: 
1. Estate Planning—Special features of plans pre- Herman Stuetzer, Jr. 

pared by us considered to be of broad interest. 

Specific problems of broad interest (not involv- 

ing preparation of complete estate plan) en- 

countered in our practice or suggested by court 

decisions, rulings, ete. 
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10. 


Accounting Methods—Inventory (including LIF O), 
depreciation (including salvage) and accruals. 
Recent developments. 


Natural Resources—Depletion, exploration and 
other industry problems, etc. New develop- 
ments. 


State and Local Taxes—Recent developments in- 
cluding application of sales and use taxes, 
allocation formula, separate accounting and 
combined reports, etc. 


Real Estate—Tax savings opportunities in real 
estate acquisition, operation, sale, public par- 
ticipation in benefit of real estate investing. 
Syndicates, real estate investment trusts, ete. 


Foreign Taxes—Planning for minimum combined 
U. S. and foreign taxes. Foreign tax haven 
companies. 


Problems of a Closely-Held Business—Form of or- 
ganization, expense accounts, distributions, 
corporate structure, valuation of stock, recapi- 
talization, etc. 

Accumulated Earnings Tax—Recent court deci- 


sions. Experiences of our various offices. 


Corporate Reorganizations—Liquidations, divi- 


dends, corporate separations, ete. 


The Expense Account Problemn—Disallowance of 
expense reimbursements to, and unreimbursed 
expenses claimed by, executives or owners of 
closely-held businesses. Problems under the 
new reporting requirements. 


Capital Gains or Ordinary Income—Recent devel- 
opments, including carved-out oil payments, 
involuntary conversions, personal service con- 
tracts, assets used in business, endowment 
policies, real estate, collapsible corporations, 


etc. 


Personal Tax Savings Plans Involving Interest— 
Allowability of the interest deduction. - Recent 
court decisions. 


Employee Benefit Plans—Deferred compensation 
arrangements, restricted and unrestricted 
stock options and stock purchase plans, pen- 
sion and profit-sharing plans. New develop- 
ments. 


Good Will Problems—Apportionment of purchase 
price on acquisition of going business, cove- 


nants not to compete, valuation of good will. 


Kenneth J. Mutzel 


Godfrey W. Welsch 


Joseph E. Tansill 


Jerome Y. Halperin 


James J. Mahon 


James P. Colleran 


Mark E. Richardson 


James E. Gelbert 


Bill Goodner 


Harold O. Reyburn 


Richard T. Farrand 


Robert D. Collins 


L. Robert Van Geffen 


The Basic EDP Course 


15. Administrative Aspects of the Firm’s Tax Prac- Francis A. Gallagher 
tice—Return preparation, processing, reproduc- 
tion, and review. Comparison of form letters, 
tax questionnaires, ete. 
16. Income Tax Allocation—Ocecasions which may Louis C. Moscarello 
give rise to income tax allocation in financial 
statements, including depreciation, special 
charges and credits to surplus and income 
statements, etc. 


In addition to the above items, there were discussions of 
specialized tax problems of broad interest. 


The Basic EDP Course 


By V. Poulin (Central Staff) 


Members of the Management Consulting Services staff will con- 
duct a comprehensive two-week course in the fundamentals of 
electronic data processing this year. It will be held in New York 
City during the weeks of December 4-8 and December 11-15. 

The course is designed to benefit not only the future data pro- 
cessing specialists but should prove of equal value to other mem- 
bers of the audit and management services staffs who may come 
in contact with EDP applications in the future. 

Representatives from several major equipment manufacturers 
will be invited to participate; they will conduct short sessions in 
which will be described the characteristics of those computer sys- 
tems most often encountered in the field. In addition, several 
guest speakers will be on hand to handle certain specific areas in 
which they have specialized in the past. 

The sessions will begin with a discussion of “How the Com- 
puter Works.”’ Some of the subjects to be taken up will be (1) 
the language of computers, (2) character representation, (3) com- 
puter logic—the basis of simple decision capability, (4) storage of 
information and the stored program concept, (5) input and output 
devices, (6) on-line and off-line considerations, (7) role of buffers, 
(8) time-sharing, (9) random vs. sequential processing and (10) 
real-time processing, to name a few. 

The course will then proceed into the areas of systems analysis 
and design, programming and coding, at which time the impact 
of current developments in automatic programming methods will 
be considered. Considerable attention will be given to the tech- 
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niques commonly employed during the several phases of EDP 
planning and implementation. The various levels of system and 
computer flow charting will be given exhaustive treatment. Case 
studies and problems will be employed wherever possible for ad- 
ditional emphasis. The course will close with a forecast of devel- 
opments which can be expected in the future in the field of 
electronic data processing. 


Remington Rand Univac 
Special Seminar 
By Robert H. Frey (New York Office) 


The Remington Rand Division of the Sperry Rand Corporation 
held a special, two-week, introductory seminar in electronic data 
processing and computer applications during November 1960 in 
the Firm’s New York office. Attending were a group of fourteen 
Lybrand auditing staff men who are exposed to Univac computer 
operations in the course of their auditing assignments. Also at- 
tending were three internal auditors and management personnel 
of the Sperry Gyroscope Co. Division of the Sperry Rand Corpo- 
ration. Instruction was provided by Remington Rand, Univac 
and Sperry Gyroscope Co. personnel. Mr. Fred Boas, MCS Man- 
ager of the Northeast Region, monitored several group discussions. 

The purposes of the seminar were to (1) provide a general in- 
troduction to computers and computer operations, i.e., what a 
computer is, the basic kinds and their general uses, and the sys- 
tems concept of computer use; (2) introduce the basic steps of 
system design; (3) produce a familiarity with specific types of 
Remington Rand hardware and their capabilities; and (4) study 
specific applications of computer uses. The course was not spe- 
cifically designed to include the control and auditing aspects of 
electronic data processing, although these topics inevitably arose 
frequently during the course of the seminar. These subjects pre- 
dictably became ones of vital interest in the group discussions 
which were led by Mr. Boas. 

In accomplishing the above stated objectives, the seminar par- 
ticipants became familiar with programming and the related dia- 
gramming, flow charting and coding; computer terminology; and 
the mechanics and capabilities of Univac I and II and their pe- 
ripheral equipment. The Sperry Gyroscope payroll and inventory 
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control applications of Univac were explored at some length. Em- 
phasis was also placed on the Univac Solid State computer and 
several of its specific applications at Sperry Gyroscope including 
the pyramiding of product standard costs. 

In addition to achieving its specific objectives the seminar 
succeeded in removing much of the shroud of mystery from the 
electronic data processing function and provided the participants 
with a clearer insight and a broader understanding of computers 
and their accounting applications. 


The Insurance Company 
Accounting and Audit 
Course 

By N. E. Cusworth (New York Office) 


The 1961 training program devoted to accounting practices and 
procedures and audit techniques peculiar to insurance companies 
was conducted at Pace College from July 10 to July 21, 1961. 

The course was of two weeks’ duration with the time approxi- 
mately equally divided between the prescribed accounting prin- 
ciples and reporting requirements for life insurance companies 
and those prescribed for fire and casualty insurance companies. 

The course was organized by Mr. J. H. McMichael, a member 
of the faculty of the Wharton School of Finance and Commerce 
of the University of Pennsylvania, and Norman E. Cusworth, in- 
surance specialist from the New York office, under the direction 
of Edmund A. Staub, New York partner. Eighteen members of 
the audit staff from ten offices and ranging from staff accountant 
to manager attended the course. 

The accounting principles and reporting requirements pre- 
scribed for life insurance companies and fire and casualty insurance 
companies were presented by Messrs. McMichael and Cusworth 
through a series of lectures and problems. Emphasis was placed 
on the peculiarities of the prescribed accounting principles and 
reporting requirments for insurance companies as contrasted with 
generally accepted accounting principles and reporting practices. 
Audit techniques peculiar to insurance company engagements 
were described and discussed, utilizing a sample audit program 
and a special B-1 questionnaire. The course also included a brief 
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discussion by Richard L. Denney of the Hartford office of the basic 
principles governing federal income taxation of both life and fire 
and casualty insurance companies. 





Insurance Class 


Standing 
N. E. CuswortuH (New York) and J. H. McMIcHAEL, Instructors. 


Row 3 

Bruce 'TIMMERMAN (Winnipeg), JEREMY CoLMAN (Toronto), Jay P. Loucks (Philadel- 
phia), GEORGE F. SCHLUCHTERER (Philadelphia). 
Row 2 


RosBert Reoaps (New York), GEORGE MCQUEEN (New York), WILLIAM BRUNS 


Cincin- 
nati), Ropert EssMan (Columbus). 


Row 1 (Bottom Row) 


Rosert BaIspDEN (Hartford), JamES MAcNet. (Hartford), CLARK RicHEy (New York), 
EDWARD SatTLin (New York). 


An Introduction to Work 
Measurement 


By W.F. Keleher (Central Staff) 


A course titled “*An Introduction to Work Measurement” was held 
at the New York Athletic Club during the five days of July 17 
to 21. It was designed to give a basic appreciation of the ‘Fair 
Day’s Work—Fair Day’s Pay” concept, to introduce MCS staff 
to the field of Work Measurement, and to instruct MCS person- 
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nel in basic statistical sampling techniques which have applica- 
bility to many fields of MCS services including work measure- 
ment. The course also introduced personnel to quality control as 
an illustration of applications of statistical sampling techniques, 
and acquainted them with Lybrand’s services in this area; in ad- 
dition, it taught the staff how to use and apply work-sampling 
techniques as one of the work measurement tools in various types 
of engagements. About twenty-five MCS managers, supervisors 
and seniors attended. 

The course included discussions, films, demonstrations, and a 
heavy emphasis on studies made by the participants, on the 
following subjects: 


Fair Day’s Work Statistical Distribution 
Fair Day’s Pay Sampling 
Method Improvement Quality Control 
Time Study Work Sampling 
Pace Rating Normal Time Data 
Performance The Popular Image of Standards Work 
Controls Human Engineering 
Incentives Union Relations 
Probability 


The faculty for the course consisted of a number of MCS per- 
sonnel, each of whom had been working very close to the particu- 
lar topics he covered. Mr. R. Allen, Vice President of the Shuron 
Optical Company, told the group about Shuron’s handling of 
union relations, during the recent revision of an antiquated in- 
centive application. 


The EDP for Auditors Course 
By V. Poulin (Central Staff) 


A one-week seminar, attended by partners, managers and super- 
visors from several offices, was held in New York City on July 
24-28 to discuss the audit and control problems which arise when 
electronic data processing methods are introduced. In addition to 
the Lybrand personnel, several registrants representing clients’ 
organizations, government agencies and a large university were in 
attendance. The course consisted of both an orientation program 
in the fundamentals of EDP functions and concepts, a training 
program in the development of effective internal controls for 
planned EDP systems and in the evaluation of internal controls 
in existing installations. 
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The course was organized by staff members of the Manage- 
ment Consulting Services staff; in addition, several audit managers 
participated in the preparation and presentation of case study 
material. 

The discussions opened with a review of the significant effects 
that existing EDP installations have already exerted on auditing 
practices and a forecast of the further effects which can be ex- 
pected in the future. Several sessions were then devoted to dis- 
cussions of basic computer functions, data representation, storage 
and the stored program concept, machine components, and the 
several levels of system and computer flow charting. Emphasis 
was placed on the relative importance of the individual computer 
functions to the reliability of the final results produced. 

Control requirements for the input, output and internal main- 
tenance of data were considered. The ways and means of devel- 
oping adequate internal controls and of evaluating their operating 
effectiveness was emphasized. A presentation of several case stud- 
ies, each illustrating a different and progressively more complex 
type of electronic data processing system, completed the week’s 
program. 


The 1961 Senior Staff School 


By Bradley H. Green (New York Office) 


A central training course for seniors with four or more years of 
service with the Firm was conducted for the first time at Drew 
University from the 19th through the 24th of June. It was at- 
tended by 120 men and women from offices throughout the United 
States and Canada. Jose Ylanen, of our new correspondent firm, 
SyCip, Gorres, Velayo & Co. in the Philippine Islands, also at- 
tended the program as an observer. The course was developed 
and expanded from the basic agenda offered at the regional senior- 
supervisory staff conferences of prior years. With emphasis on 
the administration of an audit and with the purpose of familiariz- 
ing each senior with his responsibilities on engagements to which 
he is assigned, we discussed the following subjects: (1) adminis- 
tration before, during and after the field examination, (2) special 
problems of planning and administering new engagements, (3) 
current techniques in developing an audit program based on exist- 
ing internal accounting controls and checks, (4) preparation of 
reports and statements, (5) suggestions to clients, (6) SEC filings 
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and (7) dealings with the Internal Revenue Service. Reading as- 
signments from Montgomery's Auditing, Practice Committee Bul- 
letins, AICPA Accounting Research and Auditing Procedure 
Bulletins, articles from the New York Certified Public Accountant 
published by the New York State Society of CPAs, and other 
L.R.B. & M. office bulletins, were required in preparation for the 
discussion of each subject. 


=i! 





Group I 


Row 5 (Top Row) 
G. W. PiIrreENGER (Colorado), S. A. THomas, Jr. (Dallas) 


, G. A. BEEs (Chicago), W. D. 
DuRGIN (Boston), C. A. SCRIMALE (Syracuse), K. D. Beck 


Colorado). 
Row 4 
G. STEPHENS (Cleveland), R. F. CHAPMAN (Colorado), P. ROWAN 


(San Francisco), B. Ryan (New York), J. E. CONNELL 
V. BELL (Los Angeles). 


Montreal), D. ENSSLIN 
Detroit), R. Woops (Detroit), 


Row 3 
D. M. WooprinG (Philadelphia), C. R. CorrMan (Seattle), J. J. Harris (New York), 
G. ZENSKY (New York), C. C. WuLFF (Chicago), W. R. HAZLETON (New York), G. RosHWALD 
Los Angeles), J. L. METZGER (Columbus). 


Row 2 
P. H. HAusster (Philadelphia), W. L. SALLEE (Philadelphia), D. E. SreEINMAN (New York), 


M. ABRAHAMS (New York), R. J. Murray (New York), A. M. Caputo (New York), 
R. HAMBURGER (Detroit), J. L. Sisk (Pittsburgh), A. May (Los Angeles). 


Row 1 (Bottom Row) 


R. Katser (New York), P. E. DooLey (Philadelphia), E. M. FREEDMAN (Boston). 
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Group II 


Row 5 (Top Row) 


F. R. SHarp (Colorado), D. B. Cartwricut (New York), H. R. FoucHer (Boston), G. F. 
SCHLUCHTERER (Philadelphia), J. YAGo (Philadelphia), B. TinKorr (New York), P. SCANLON 
(New York). 


Row 4 
R. F. ANpDERSON (Detroit), E. BirRTHELMER (Cincinnati), R. E. PouLton (Chicago), 
B. HALTERMAN (Chicago), A. J. THomaAs (Cleveland), A. J. HERING (Colorado), Z. G. 
Moore (Colorado), J. CARRIGAN (Syracuse). 
Row 3 


R. E. Harris (Colorado), G. F. Stms (Los Angeles), J. F. Burns (Philadelphia), C. R. 
Doman (Philadelphia), J. S. Kutas (Detroit), G. Domintak (Detroit), J. R. BrppLe 
(Colorado), T. Cutie (Colorado). 


Row 2 


D. Burcett (Los Angeles), H. McCLANAHAN (Los Angeles), C. FARMAN (San Francisco), 
B. Petritto (New York), J. MorHOLT (Hartford), I. J. WINFIELD (Pittsburgh), J. DUNLOP 
(Toronto), J. B. BELL (Birmingham). 


Row 1 (Bottom Row) 
B. H. GREEN (New York), M. M. JoHnson (Los Angeles), D. Krett (New York). 


Supplementing our daily agenda for the course were evening 
seminars presented by partners and staff members of the New 
York office. They lectured on the following subjects: 
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Subject Speaker 
Management Consulting Services H. C. Heiser 
Flow-Charting Techniques H. W. Bader 
Management Evaluation of Inventory Levels 
and Control M. Shegda 
International Services J. J. Mahon 
Internal Tax Structure of the Firm M. E. Richardson 





Group III 


Row 5 (Top Row) 

B. KANE (Chicago), B. Fortu (Syracuse), J. E. PALMER (Colorado), R. L. KirscHNER 
(Colorado), R. H. GEER (Philadelphia), L. R. DoyLe (Detroit), S. Porn (Detroit), R. J. 
SmitxH (Hartford). 

Row 4 
T. BROWNING (Birmingham), H. BAyYLEy (Rockford), J. HoLpswortH (Boston), T. W. 
Owen (Cleveland), W. D. GELDERT (San Francisco), C. H. MERSON (Philadelphia), H. J. 
DiCanpI1Lo (Philadelphia), H. Pont (New York). 


Row 3 
R. Biok (Pittsburgh), T. BoNnrempo (Colorado), J. SteGrist (Colorado), A. BEGLEITER 
(New York), H. J. GROTHMANN (Los Angeles), B. J. MCCLELLAN (Los Angeles), J. FEENEY 
(New York). 

Row 2 
C. F. Jacey (New York), C. W. Davis (Colorado), C. McCuLLocu (Toronto), H. J. TANSKE 
(Chicago), R. W. BERKAU (Detroit), J. R. THomas (Los Angeles), V. A. TULLo (New York). 


Row 1 (Bottom Row) 
J. D. Mutu (Chicago), L. VLAHANTONES (Detroit), J. V. REGAN (New York). 
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Group IV 


Row 5 (Top Row) 

E. M. BRENNAN (New York), G. G. Ruys (Chicago), P. W. MELoy (Chicago), J. F. MARINO 
(New York), J. YLANAN (The Philippines), R. J. Russo (New York), T. C. VourRNAs 
(Los Angeles), J. FirzGERALD (New York). 

Row 4 
M. F. Surevps, Jr. (Cleveland), J. H. Wore (Philadelphia), J. H. MALIN (Pittsburgh), 
J. GUERTIN (Detroit), V. C. SrasniLE (New York), J. J. WALLACE, JR. (St. Louis), J. P. 
Moore (Boston), D. G. Stack (Colorado). 

Row 3 
R. HALLoweE.t (Philadelphia), T. C. Perers (Colorado), J. N. Konrras (Colorado’ ) 
D. A. Day (Boston), D. I. GuerRRA (Houston), T. J. McIntosw (Los Angeles), H. L. 
DieHL, Jr. (Philadelphia), E. N. Tormey, Jr. (San Francisco). 

Row 2 
R. K. CHRISTENSEN (Detroit), M. GuInrHER (Colorado), N. BorpEN (Colorado), D. D. 
WoLvVEN (New York), A. C. PRINCE (Syracuse), M. B. KNECHTEL (Los Angeles), D. Pippuck 
Montreal). 

Row 1 (Bottom Row) 

A. Ransom (Baltimore), D. TERWILLIGER (New York), F. DEISHER (Birmingham). 


Drew University was selected as the site of this training pro- 
gram to permit full-time, uninterrupted attendance by instructors 
and participants alike. With the exception of the section on sug- 
gestions to clients and selected areas of the tax phase of the 
course, all sessions were held on a group discussion basis. Par- 
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ticipants were divided into four groups, each of which was headed 


by three discussion leaders. 


The course was organized by Dr. 


Frank P. Smith and conducted under the supervision of Mr. Victor 
F. St. Thomas, with the following members of the staff serving 


as discussion leaders: 


Baltimore 
Birmingham 


Arthur R. Ransom, Jr. 
Frederick C. Deisher 


Boston Eugene M. Freedman 
Chicago John D. Muth 
Detroit . Lampros Vlahantones 


Los Angeles . 


Marshall M. Johnson 


Bradley H. Green 
Robert H. Kaiser 
Donald Krell 


James V. Regan 


New York 


Dean H. Terwilliger 
Philadelphia Patrick E. Dooley 


Tax Leaders 


Cincinnati Norman J. Lew 
Sidney Kess 
Robert J. Schoen 
Warren J. Wintrub 


Henry B. Jordan 


New York 
Washington . 


This is the third in a series of training courses designed to 
educate and assist staff members in their advancement toward 
supervisory and management positions in the Firm. 


Management Controls Course 


By P. J. Salmon (New York Office) 

It would seem that the drawing of a fairly simple analogy between 
the role of the public accountant-management services consultant 
to the specialized practice of a surgeon in the medical profession 
would hardly describe any basic impressions to be derived from a 
course title bearing such a sophisticated ring as management con- 
trols. Nevertheless, for all the technical concepts of modern cost 
administration and capital budgeting that were dissected at Drew 
University during the last two weeks of June, the course partici- 
pants were impressed with the realization that these interesting 
notions were no more than a few specialized considerations of work 
already within the scope of the professional accountant’s activity. 
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The extensive use of the case study at the school drove home, at 
least implicitly, the strength of the analogy drawn by Herman 
Heiser, National Director of Management Consulting Services, in 
the wind-up session of the course. 

The typical case studied portrayed the certified public account- 
ant in his traditional role functioning, as it were, as a “general 
practitioner.”” His examination might well result in the detection 
of some “ailment” for which he would recommend further “‘diag- 
nosis” and possibly specialized “treatment” by a management 
services specialist. If such a situation would seem to be a little 
too handily academic, it should be noted that all case material 
was essentially factual, some of which represented narratives of 
actual management services engagements of our firm. 

Thirty-two participants representing the Audit and MCS 
staffs of twelve domestic practice offices, as well as a representative 
from McDonald, Currie & Co. were in attendance. Professor Neil 
E. Harlan of the Graduate School of Business of Harvard Uni- 
versity and Professor Earl D. Bennett of the University of Texas 
performed the instructorial functions. 

Course materials in use were primarily case studies currently 
employed in courses in industrial and managerial accounting at 
the Harvard Graduate School of Business, although the selection 
of cases was tailored to best provide the setting for problems 
typically encountered in management services engagements by 
CPAs. From a purely technical standpoint, the subject matter 
centered on the general areas of managerial cost accounting and 
capital budgeting. More specifically, the advantages of direct 
costing and the corollary “contribution” concept were studied with 
a view toward their value as criteria in make-or-buy and product- 
pricing decisions. Homework included the mechanics of accumu- 
lating and posting an actual job order system and converting the 
same into a system of standard cost. One case problem required 
that participants form groups offering recommendations to a client 
for the betterment of performance reporting. Suggestions for 
improvement were presented by several groups before the class. 
A panel of participants acted as client management and evaluated 
the proposals in terms of technical soundness and clarity and tact 
in expression. Substantial case materials involving the selection 
of the proper alternative in capital expenditure decisions were 
studied. Typical problems in this area required the determination 
of the relevant cash flow forthcoming from a particular alternative 
investment and the subsequent appraisal of its attractiveness 
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Management Group 


Row 6 (Top Row) 
R. J. Woops (Detroit), D. J. Lewirres (New York). 


Row 5 


P. R. AHSLER (New York), V. L. HUNDLEy (Cincinnati), J. L. FUNK (Dallas), J. R. Wicks 


Detroit), E. WEINBERG (New York), W. 
T. GAarrey (New York). 
Row 4 


E. ACKLEY (Boston), R. J. PrRata (New York), 


N. LEBLANc (Montreal), F. Cox (Cincinnati), P. J. SaLMoNn (New York), J. Craic (New 
York), W. H. SNypER (Pittsburgh), L. D. FrRANKs (Pittsburgh), J. F. BRocKSCHLAGER 


Boston), R. D. Dickson (Colorado) 
Row 3 


D. FronkK (Colorado), B. MCLELLAN (Los Angeles), W. Picketr (Baltimore), P. HARRISON 
Chicago), J. Goss (Philadelphia), C. H. Zipr, Jr. (Philadelphia), B. O’NerIL (Boston), 


J. G. Ross (Colorado). 

Row 2 
W. F. SHaw (New York), W. D. ArMstTRONG (Cleveland), W. S. Casas (Chicago), M 
WILSON (Boston), J. V. O7DONNELL (Philadelphia), H. P. ANsTaApT’ (Philadelphia), M 
ISENBERG (Boston), W. H. JORGENSEN (Detroit) 


Row 1 (Bottom Row 
EK. Bennett, H. C. Hetser (New York), N. E. HARLAN. 


through the application of the present value or discounted cash 
flow concept. In still another case, an illustration was provided 
of the application of simple concepts of probability analysis toward 
the selection of the mathematically proper alternative in a prob- 


lem involving several possible courses of action. 
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Simultaneously with the development of the proper technical 
approach to the problem involved in each individual case, atten- 
tion was given to the nontechnical aspects of a management services 
engagement. After top management’s acceptance of a proposed 
accounting system revision, how would the independent consultant 
maintain his immunity from company politics and best utilize the 
services of a disgruntled, but otherwise competent accounting man- 
agement in the implementation of revised accounting procedures? 

The Management Controls course was first conducted at Exeter 
Academy in 1957 for the purpose of training in depth practicing 
accountants in the areas of financial and accounting management. 
1961 marks the last year of the course in its present form and 
scope. A somewhat abbreviated, more general coverage of the 
subject matter will be injected into the course materials of the 
advanced central staff school normally attended by staff members 
entering their third year of practice in the accounting profession. 
At that time, the exposure of the young accountant to the field 
of management services will be combined with the simultaneous 
introduction to the fields of advanced auditing and taxes. Whether 
the staff accountant then chooses to enter some specialized field, 
or remain in general practice, he will have then acquired a working 
knowledge of the broad areas of his profession’s practice. 


The Estate Planning Course 
By Sidney Kess, Manager, Tax Training (Central Staff) 


During the past year The Estate Planning Course was conducted 
in New York (November 15-18, 1960), Tulsa (April 24-27, 1961) 
and San Francisco (June 12-15, 1961). The Instructors were 
Sidney Kess and Warren Wintrub for the Northeast Region and 
Bill Welsch for the Western Region. 

The course was designed to review estate planning techniques 
through the utilization of cases which provided an opportunity 
for the exchange of ideas among tax specialists from the partici- 
pating offices. Typical estate planning problems of the salaried 
executive, the owner of a closely-held business, the retired busi- 
nessman and the wealthy widow were considered. 

The course will again be made available to tax specialists from 
all regions this November, 1961 in New York. 
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Estate Planning Course (San Francisco Office ) 


Seated clockwise: Davip LaJorge (Dallas), Cart Moser (Los Angeles), H. DEAN BURGE 

Los Angeles), MicHAEL P. Ferro (San Francisco), C. J. McDoweE.Lt (San Francisco), 
Harry W. VERHOEF (Seattle), MARTIN J. HANLON (San Francisco), JoHN J. MACAULEY 
(San Francisco), RicHarp V. SmitH (San Francisco), Roy H. Wesster (Portland), 
Rosert L. JESSEE (San Francisco), GODFREY W. WELSCH (Dallas), MADONNA NEWBURG 
(Los Angeles). 


Standing (1. to r.): CLypE W. Davipson (San Francisco), JosepH J. Hype (San Fran- 
cisco), CARL D. Ttsor (Phoenix), L. RoBeERtT VAN GEFFEN (San Francisco), SHERMAN L. 
HARPER (Los Angeles). 


(Present but not shown: Paut D. YaAGer, Los Angeles and KENNETH J. MUTZEL 
Houston.) 





Estate and Financial Planning Course (New York Office) 


Seated (1. to r.): ALAN K. BLoom (New York), RicHarp L. DeNNEy (Hartford), Davip 
G. FERNALD (New York), RoBert J. SCHOEN (New York), RosBert S. Lappin (Boston). 


Standing (1. to r.): MEYER HERzBERG (New York), ANTHONY P. Rua (New York), JOHN 
HEast1nGs (Pittshurgh), WARREN G. WINTRUB (New York), Instructor, SIDNEY KEss (New 
York), Instructor, WILLIAM Morris (New York), JERRY LANE (Philadelphia), NoRMAN 
Lew (Cincinnati), STANLEY C. Stmon (Dallas). 
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The Elementary Course 
By William T. Harrison 
The new staff member’s introduction to the Firm’s comprehen- 


sive continuing educational program is his attendance at the Ele- 
mentary Audit Course. The 1961 course bears witness to the 





Group A 


Row 5 (Top Row) 
RavpH L. FRANKLIN (Tulsa), D. J. CAMPBELL (Toronto), MICHAEL J. GALLAGHER (New 
York), Ropert L. ANDERSON (San Francisco), WALTER V. JOHANNI (Columbus). 


Row 4 
Victor M. Ivers (Cincinnati), LARRY J. KRUCKENBERG (Rockford), FREDERICK B. HANSEN 
(San Francisco), Bastr M. DeGrazia (Pittsburgh), CLarK A. Case, (Philadelphia), 
GERALD M. Barsour (New York), R. SPENCER BurGess (Dallas), RicHARD J. KESSLER 
Cleveland), RoBeERT R. BRADLEY (Boston). 


Row 3 
DonaLp W. Harr (Cleveland), Curtis A. Appison (Detroit), Rosert J. McVay (Phila- 
delphia), FREDERICK J. CHAISON (New York), Rosert L. Hooper (Detroit), JAMES T 
CLARKE (Detroit), JAMes I. BLANKs, Jr. (Baltimore), RoNALD G. JOHNSON (Seattle 
Harry V. Eastuick (Los Angeles). 

Row 2 
Witiiam R. MonteirH (New York), SAMUEL R. WesstTerR (Detroit), Cart R. Coox 
Chicago), Epwarp P. Loptnor (St. Louis), Roserr J. Napies (New York), WILLIAM 
O. Conn (Los Angeles), CHARLES R. Evans (Birmingham), Rosert E. JoHNSON (Hartford), 
\tvin L. GOLDBERG (Chicago). 





Row 1~ Instructors (Bottom Row) 
ANbREw J. THOMAS (Cleveland), RicHARD E. GiLBert (Philadelphia), RicHaRD K. Powers 
(San Francisco 
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Firm’s continuing growth as evidenced by the attendance of 212 
trainees, an increase of 82 over the preceding year. This intensive 
and fast-moving course is designed to equip the new staff member, 
generally a recent college graduate with little field experience, with 
the practical auditing skills needed in his first few years on the 
audit staff. 

The over-all emphasis is on audit techniques combined with 
the preparaticn of working papers in those phases of an aucit 
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Group B 
Row 5 (Top Row) 
FRANK W. BAUER (Chicago), JoHN H. HETREED (Chicago), GEORGE P. Howarp (Pitts- 


burgh), FRED Nanus (New York), BERNARD J. Britt (Boston), HERMANN MUENNICHOW 
(New York), PETER R. ADMIRAND, JR. (New York). 


Row 4 
WInsTON R. FULLER, JR. (Los Angeles), ALLAN B. CurRRIE (Detroit), SHERALD R. GRIFFIN 
(Los Angeles), Austin J. GREENE (New York), Davip W. ALLEN (Syracuse), RICHARD 
E. Corsett (Columbus), RoBert P. Frey (Cincinnati), JAMES E. HENDERSON (Columbus). 


Row 3 
JAMEs F.. F1iTzGERALD (Chicago), HOowARD E. CocuRAN (Baltimore), PHitip M. MuLvIHILt 
(Detroit), DonaLD M. BupDENBOHN (Baltimore), Ropert L. JAcoss (Pittsburgh), JAMES 
A. Brown, Jr. (Seattle), WARREN W. HamiLtTon (Philadelphia), DonaLp P. DENNIS 
(Philadelphia). 

Row 2 
WituraM R. Carnie (Philadelphia), RicHarp J. BLAZNEK (Detroit), THURMAN R. TayLor 
(Dallas), THomas G. GeERRoN (Dallas), Roperrt C. KinGc (Birmingham), Rosin J. 
MARSHALL (Tulsa), RoBERT E. JARMAN (Toronto), Patrick B. Imprett (San Francisco), 
Davin E. JoHNsoN (San Francisco). 


Row 1—Instructors (Bottom Row) 


RosBert C. Gray (Cincinnati), ALAN K. BLtoom (New York), Victor L. Liotta (Los 
Angeles). 
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Group C 


Row 5 (Top Row) 


Warp A. Packarp (Philadelphia), EuGENE H. Lutz (Cleveland), RoNALD ZIMMERMAN 
(Cleveland), RoNALD T. Roserts (New York). 


Row 4 
JoserpH H. Novotny (Baltimore), CHARLES ZIMMERMAN (Syracuse), FRANK V. PROSCIA 
(New York), RicHarp J. Wiiuiams (New York), GAYTON TERRACCIANO (New York), 
ALAN J. WoopruFF (New York). 

Row 3 
FREDERICK L. Roy (Los Angeles), PHttip W. HENSLEY (Columbus), PAuL H. PALMER 
(Seattle), RoperT L. REHBERGER (Seattle), GERALD F. Looney (Detroit), CLirrorp L. 
WuiTte (Birmingham). 

Row 2 
L. RicHarp TINGLEY (Pittsburgh), ARTHUR L. KNIGHT (Los Angeles), JouN R. SEDLACKO 
Pittsburgh), CHesTeR L. Stewart (Rockford), Rospert J. OsBorn (Chicago), KENNETH 
H. STepHeEns (Detroit), NATHANIEL T. STEVENSON (Hartford 


Row 1—Instructors (Bottom Row) 
WituraM D. DurcInN (Boston), RoBERT J. BORGMANN (Los Angeles). 





where the beginning auditor will be most effectively used. As a 
result, practical, on-the-job aspects of cash work, receivable con- 
firmation, physical inventory observation, and the procedural test- 
ing approach to sales, vouchers and payrolls are stressed. Through- 
out the course the trainees are made aware of and develop an 
appreciation of the audit activities and responsibilities assumed 
by more experienced personnel as they study inventory pricing 
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criteria, plant, methods of depreciation, tax effect accounting, 
‘apilal and dividends. A thorough review of accounting princi- 
ples and audit procedures and an orientation into the administra- 
tive practices and personnel policies of the Firm are included in 
this four-week course. 

The 1961 course was held at Drew University from July 24 to 
August 18. The trainees were divided into seven class groups, 


es 
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Group D 


Row 5 (Top Row) 
ANDREW P. Hines (New York), W. Paut O’NEILL (Toronto), RALPH M. Gossarp (Phila- 
delphia), RayMonp G. HackKMAN (New York), Rosert E. Genirs (New York), HAROLD 
J. Doran (Toronto), RicHaRp E. BAKER (Los Angeles), Peter F. Earty (New York). 


Row 4 
M. CHRISTOPHER CANAVAN, JR. (Boston), Paut J. Ayp (Baltimore), JAMES A. CERESA 
Pittsburgh), KENNETH F. Hirp (Los Angeles), THomAs E. HALLIHAN (Boston), ARTHUR 
E. BEYER (New York), BARRY A. KNIGHT (Los Angeles), RicHARD A. DINSMORE (Detroit). 


Row 3 
Rosert C. Frpura (New York), RayMonpD M. CLINTON, JR. (Boston), WILLIAM C. HITTIE 
(Philadelphia), JozEL H. BELDER (New York), LAWRENCE A. JEGEN (New York), HuGH 
A. Hoyt (Detroit), JosepH G. ALBRIGHT (New York), DENNIS M. BERRYMAN (Los Angeles). 


Row 2 
GERALD BuTLER (Detroit), DANIEL A. FRonK (Columbus), Ropert H. Nose (Columbus), 
STANLEY F. CHETKOWSEI, JR. (Philadelphia), JosepH J. Soria (Syracuse), WILLIAM M. 
Fo.ey, JR. (Boston), WILLIAM J. FRANKLIN (New York), Noe. E. JAcKson (Detroit), 
THomas M. CoLeEMAN (New York). 


Row 1—Instructors (Bottom Row) 


JOHN THORNTON (New York), MarTIN A. SmitH (New York), Ropert L. TuRNER (New 
York). 
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Group E 
Row 4 (Top Row) 
Brian A. RICHARDSON (Philadelphia), DARRELL G. BuRRAGE (Los Angeles), ANTHONY 
CicaLeE (New York), DEAN A. WARNER (Columbus), Paut R. ULLIMAN (Columbus), 
KarRL W. WINDEN (Detroit), Davip A. SuMMErRs (Los Angeles), Morris W. WISHNACK 
(New York). 
Row 3 

Juxtius C. UsHExvyi (Pittsburgh), DAvip G. WoopsRIDGE (New York), Davip L. ConNors 


(New York), JAMES E. Tupper (Toronto), RopErt W. Trucks (Birmingham), RayMOND 
M. Rosen (Baltimore), James D. Taytor (Los Angeles). 


Row 2 
Victor H. VoGet (New York), RALPH J. Wick (Pittsburgh), LLoyp C. Spear (Syracuse), 
Puitip FERRARO (Pittsburgh), RicHarp N. Tosia (Boston), THEODORE A. VLAHOs (Bos- 


ton), OttveR B. ZuG (New York), Paut W. VAN MarrTer (St. Louis), KENNETH A. 
Wricut (Detroit). 


Row 1~ Instructors (Bottom Row) 
DEAN H. TERWILLIGER (Syracuse), JOHN F. SILTON (Birmingham). 


with each class divided into two or three units. The instructional 
staff, under the direction of Mr. Louis C. Moscarello, a resident 
partner of the New York office, was comprised of one other partner 
and 19 staff members from 11 of the Firm’s offices. One instructor 
was assigned to each of the units and thus was able to direct his 
attention to approximately 11 trainees to answer questions and 
to review working papers. The benefits of limited rotation within 
ach class were provided by reassigning the instructors at appro- 
priate intervals. 

The course material was presented through central lectures, 
group lectures and discussions, and the preparation of working 
papers relating to an audit practice set, all of which were co- 
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ordinated with assigned reading material. The all-important con- 
cept of internal control was emphasized throughout the course 
and each trainee was required to prepare an internal control 
questionnaire covering the audit practice set which simulated a 
medium-sized industrial corporation. Upon completion of the in- 
ternal control questionnaire and the prescribed audit steps appli- 
cable to each section of the practice set, the trainee was expected 
to comment on any audit steps which should be added, deleted, 
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Group F 


Row 5 (Top Row) 


JoHN D. Munton (Philadelphia), Dwicut L. Hutzenca (Detroit), JoHn L. RYAN (Colum- 
bus), JAMES L. FLYNN (New York), JoHN R. CONNELLY, JR. (Philadelphia). 


Row 4 
WituiaM C. LEITER (Pittsburgh), Roy A. Fiscus (Philadelphia), RicHarp J. OLSEN 
Boston), CHARLES R. JONES (New York), GEORGE E. HAMILTON, JR. (Boston), THEODORE 
G. Harrison (Philadelphia), Francis J. McKay (Philadelphia), JAMES J. BoyLE (New 
York), PHttip GREENE (New York). 

Row 3 
Jay G. Rupowpn, Jr. (Cleveland), CHARLES F. LAMBERT (Detroit), RicHARD A. 
GNosPELIus (Boston), ALLAN D. Rosinson (Boston), JOHN V. PAsToRE (New York), 
STANLEY C. NEIMARK (Chicago), SAMUEL L. SHoRR (Los Angeles), Epnwarp A. KEARNEY 
New York), RicHarp C. MAayNarp (New York). 


Row 2 
Sruart OKRENT (New York), NELSON E. SLAGLE (Columbus), ANDREW C. CorsINI 
Boston), Howarp D. PoLakorr (Dallas), Wittiam J. Merz (New York), GEorGE E. 
Epwarps (New York), Pattie K. Moore (Los Angeles), RONALD P. GRACE (Los Angeles), 
RicHArD L. SNYDER (New York). 


Row 1-— Instructors (Bottom Row) 


Tuomas T. Gites (San Francisco), GEORGE J. PRAMSTALLER (Detroit), FRANCIS J. GREY 
Philadelphia). 
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Group G 


Row 5 (Top Row) 
MICHAEL S. FINKLESTEIN (New York), LAWRENCE V. HASWELL (Los Angeles), WILLIAM 
C. CHRISTENSON (Philadelphia), PauL J. Fox (Detroit), FRANK GREMMLER (St. Louis). 


Row 4 
Roatp W. KJoLsEtH (New York), BARRY V. OVERSTREET (New York), Gary E. TEBBEN 
(Los Angeles), JoHN A. SANDERS (New York), Murray H. ScHoret (Philadelphia), 
Epwarp F. Guza (Philadelphia), Boppy R. Pri cHetr (Dallas), CHARLES A. MCMAHON 
(New York), Vincent J. T1z1io (New York). 


Row 3 


Etwyn R. PARKER (Boston), CHARLES D. Simons (Philadelphia), Irwin A. LEIBOWITZ 
(New York), Marco S. SONNENSCHEIN (New York), DANIEL R. Murray (New York), 
Victor N. VierReEcK (Los Angeles), CHARLES W. JACKSON (Detroit), THomas F. JENNINGS 
(Philadelphia), CHARLES H. SELLMAN (Boston). 


Row 2 
FRANK M. Micuaets (New York), Davip E. Russe. (San Francisco), JosepH M. Nert 


(San Francisco), LUTHER VAN UMMERSON (Boston), MICHAEL M. KEEGEN (New York), 
CuHarRLEs R. Ricuarps (Boston), PETER L. Puitipps (New York), WiLtiAmM P. VAN 
ARSDALE (New York), THomaAs J. B. WRIGLEY (New York). 
Row 1—Instructors (Bottom Row) 
Joseru L. Bressan (Pittsburgh), Cart S. ForcHESKIE (New York), Rospert E. Jones 
(Los Angeles). 
revised or performed at a time other than indicated by the pro- 
gram. This critical review of the prescribed audit program em- 
phasized to the trainees the relationship of a specific system of 
internal accounting control and internal check to the selection, 
extent of application, and timing of auditing procedures. 

In addition to pertinent publications of the American Institute 
of Certified Public Accountants, reading assignments included ap- 
plicable chapters of Montgomery’s Auditing and the Elementary 
Course Manual containing supplemental material. The Manual 
has been designed to explain and illustrate, by the liberal use of 
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examples, information contained in Montgomery’s Auditing. The 
Manual has been used on an experimental basis by a number of 
colleges during the past three years and a revised edition of this 
material will be published next year. 

Present educational plans for the 1961 trainees require their 
attendance at the Advanced Audit Course in 1963. The audit 
working papers prepared in the Elementary Audit Course will 
then form the basis for preparation of financial statements, annual 
reports to the SEC, short- and long-form reports, letters to the 
client on internal accounting control and internal check, and a 
federal income tax return. 

All but four of the trainees were college graduates and twelve 
per cent of the group have advanced degrees. More than one- 
half have served in the Armed Forces and forty-five per cent have 
served internships or have had full-time staff experience of six 
months or more with firms of certified public accountants. 


The Stock Brokerage Course 
By E.C. Janson (New York Office) 


The second annual course in stock brokerage accounting and au- 
diting was held at Pace College, New York City, on March 23-24, 
1961, and was attended by 40 members of the audit staff from 
nine eastern and midwestern offices. Also in attendance were 
three staff men from A. M. Pullen & Company and one from the 
Toronto office of McDonald, Currie & Co. 

A short introduction explaining the over-all objectives of the 
Firm in participating in such engagements was presented by 
George E. Doty, New York partner. The course consisted of 
lectures covering the various phases of a stock brokerage engage- 
ment such as regulation of security brokers and dealers by the 
New York Stock Exchange and the SEC (including the minimum 
audit requirements prescribed by both), the security record, cus- 
tomers’ accounts (including classification and margining), “cage”’ 
operations, contractual commitments, answer to financial ques- 
tionnaire, capital requirements and the statement of financial 
condition. 

The lectures were supplemented by a kit containing typical 
audit working papers and the Answer to Financial Questionnaire 
and Statement of Financial Condition based upon such working 
papers. The AICPA booklet, Audits of Brokers or Dealers in 


Securities, was also distributed. 
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Awards and Prizes 


THE PrizeE-WINNING ARTICLES FOR 1960 


The Firm is pleased to announce the awards for the best manu- 
scripts by staff members published during 1960 in The Journal of 
Accountancy, the Lysranp JoURNAL and other technical maga- 
zines and journals. 


The Journal of Accountancy: 


First Prize—$1,000. Awarded to Leopold A. Bernstein for 
his article entitled “Over-all Checks in Auditing.” 


LYBRAND JOURNAL: 


First Prize—$1,000. Awarded to Thomas J. Cogan for his 
article entitled “Statistical Sampling in Accounting and 
Auditing.” 


Second Prize—$500. Awarded to Carl F. Grove for his 
article entitled “Developing an Accounting Manual.” 


Other Publications: 


First Prize—$1,000. Awarded to James F. Holmes for his 
article entitled “Undetected Errors in Five Unit Code Trans- 
mission and Their Elimination” which appeared in Compu- 
ters & Automation Magazine. 


Seconp Prize—$500. Awarded to Frances B. Rapp for her 
article entitled “Section 367 Rulings: How the IRS Regards 
Exchanges with Foreign Corporations” which appeared in 
the Journal of Taxation. 


Tune Lyspranp Awarpbs FoR Cost ACCOUNTING LITERATURE 


The President of the National Association of Accountants ap- 
points each year a committee to select the winners of the Gold and 
Silver medals and twenty certificates of merit in the Lybrand 
Awards manuscript competition. The Committee for 1960-61 
was composed of I. Wayne Keller, Chairman, Vice President and 
General Manager of Foreign Operations, Armstrong Cork Com- 
pany; Arthur C. Chubbuck, partner in the firm of Patterson, Teel 
& Dennis; and Arthur H. Smith, Vice President of the Midwest 
Technical Development Corporation. 
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The Lybrand Awards for Cost Accounting Literature were 
established in 1949 by the partners of L. R. B. & M. in honor of 
Mr. Lybrand’s many years of service in furthering the aims of 
the National Association of Accountants. 

The recipient of the Gold Medal, Robert K. Jaedicke, authored 
the top-ranking manuscript entitled ‘“‘Improving Break-Even 
Analysis by Linear Programming Technique,” published in the 
March, 1961 issue of the N.A.A. Bulletin. 

The Silver Medal, for the second highest ranking manuscript, 
was awarded to Harry N. Kamph for his article entitled “Is 
Your Accounting System Productive?” also published in the 
March, 1961 issue of the N.A.A. Bulletin. 


THe MontTGoMERY PRIZE 


Mr. E. Bruce Fredrikson of Scarsdale was awarded the Mont- 
gomery Award by Columbia School of Business. This prize was 
established in 1916 by Colonel Montgomery to be awarded annu- 
ally to the member of the graduating class of the School of Busi- 
ness at Columbia University who specialized in accounting and 
who was considered by the faculty of the School to be the most 
proficient in all courses. 


Tue ApAM AVERELL Ross Memortau Prize 


In 1939, Mr. T. Edward Ross, in memory of his brother, Adam 
Averell Ross, established annual prizes for outstanding students 
of the Wharton School of Finance and Commerce of the University 
of Pennsylvania. The prize for 1960-61 for the graduating senior 
who showed the most promise in the field of accountancy was 
awarded to Mr. Richard Allen Jacoby of Wynnewood, Pennsyl- 
vania. 

In connection with the prize to the student in the Graduate 
Division majoring in accounting presenting the best thesis for the 
Master of Business Administration degree, the Prizes and Awards 
Committee of the Wharton School advised that two students were 
equally eligible. The prize was divided between Mr. Harry Crume 
Meyers for his thesis entitled “Income Tax Problems that Arise 
in Corporate Liquidations” and Mr. Marvin Petrushansky for 
his thesis entitled “A Critical Analysis of the Time-Adjusted 
Methods of Evaluating Capital.” 











Recent Library Acquisitions 


By Dorothy Kasman (New York Office) 


Aerospace Industries Association of America, Inc. Aerospace facts and fig- 
ures, 1961. American Aviation Publications, Inc. 1961. 


American Management Association, Inc. Broadening responsibilities of in- 
surance management. AMA Management Bulletin No. 8. 1961. 


ictelerent Data systems for military packaging; defining today’s needs, develop- 
ment of systematized data, engineering and specifications, the documents 
and their use. AMA Management Report No. 61. Packaging Division. 
1961. 

ogre Defense marketing in the 1960's; dimensions of the market and guides 
for selling in it. AMA Management Report No. 57. Marketing Division. 
1961. 


.. The employment interview. By Milton M. Mandell. AMA Research 
Study 47. 1961. 
...Going abroad: the profit opportunities of international business for 
the smaller company. American Management Association Seminar, Se- 
lect Committee on Small Business, U. S. Senate, July 31, 1961. USGPO. 
1961. 
..Guidelist for marketing research and economic forecasting. By Robert 
N. Carpenter. AMA Research Study 50. 1961. 

fice Insurance trends and guides. AMA Management Report No. 52. In- 
surance Division. 1960. 

ee Market research in international operations; tools, techniques, and or- 
ganizational approaches. AMA Management Report No. 53. Inter- 
national Management Division. 1960. 

elas New concepts in manufacturing management. AMA Management 
Report No. 60. Manufacturing Division. 1961. 
... Shaping a new concept of administrative management; administrative 
services as a top-level corporate function. AMA Management Report 
No. 56. Administrative Services Division. 1961. 
.. Sources and methods of international financing; practical guides for 
U.S. investors and traders. AMA Management Report No. 59. Inter- 
national Management Division. 1961. 


eves Top management committees. By M. R. Lohmann. AMA Research 
Study 48. 1961. 


... User-supplier teamwork in packaging management. AMA Manage- 
ment Bulletin No. 9. 1961. 
American Statistical Association. 1960 proceedings of the Business and Eco- 


nomic Statistics Section. Held at Stanford University August 23-26, 1960. 


Association of Certified Public Accountant Examiners. Proceedings 1960 an- 
nual meeting. Held in Philadelphia, Pennsylvania, September 24-25, 
1960. 
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Audit reports: their nature and significance. Canadian Institute of Chartered 
Accountants. 1961. 


Automobile Manufacturers Association. Automobile facts and figures, 1961 
edition. 


Barzun, Jacques, and Graff, Henry F. The modern researcher. Harcourt, 
Brace and Co. 1957. 


Bell, Hermon F. Reminiscences of a certified public accountant. Ronald. 
1959. 


Berkeley, Edmund C., and Lovett, Linda L. Glossary of terms in computers 
and data processing. Berkeley Enterprises. June 1960. 


Best’s insurance guide with key ratings, 55th annual edition. Alfred M. Best 
Co., Inc. 1961. 


Bogen, Jules I., and Krooss, Herman FE. Security credit; its economic role 
and regulation. Prentice-Hall. 1960. 


Bonbright, James C. Principles of public utility rates. Columbia University 
Press. 1961. 


Breeding, Clark W., and Burton, A. Gordon. Income taxation of oil and gas 
production. Prentice-Hall. 1961. 


Brown, R. Gene, and Vance, Lawrence L. Sampling tables for estimating 
error rates or other proportions. Public Accounting Research Project, 
Institute of Business and Economic Research, University of California. 
1961. 


Casey, Robert S., Perry, James W., Berry, Madeline M., and Kent, Allen. 
Punched cards; their applications to science and industry, 2nd ed. Rein- 
hold Publishing Corporation. 1958. 


Carson, A. B. The inventory|problem in accounting. Bank of America Na- 
tional Trust|and Savings Association. 1960. 


Charnes, Abraham, and Cooper, William W. Management models and in- 
dustrial applications of linear programming, Vol. 1. Wiley. 1961. 


Credit management handbook. Credit Research Foundation. Richard D. 
Irwin. 1958. 


Data processing in Navy management information systems. Department of 
the Navy, Office of the Secretary. April 16, 1959. 
Departmental merchandising and operating results of 1960. Controllers’ Con- 


gress, National Retail Merchants Association. 1961. 


Edwards, James Don. History of public accounting in the United States. 
Bureau of Business and Economic Research, Graduate School of Business 
Administration, Michigan State University. 1960. 


Edwards, James Don, and Salmonson, Roland F. Contributions of four ac- 
counting pioneers: Kohler, Littleton, May, Paton. Bureau of Business 
and Economic Research, Graduate School of Business Administration, 
Michigan State University. 1961. 


Eisenstein, Louis. The ideologies of taxation. Ronald. 1961. 
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Electronic digital computer installations in Navy. Navy Management Office, 
Department of the Navy. 1960. 


Encyclopedia of associations, 3rd ed. Vol. I, national organizations of the 
U.S. Gale Research Company. 1961. 


Expense saving ideas, 1960. Controllers’ Congress, National Retail Mer- 
chants Association. 1960. 


Federal statistical directory, 18th ed. Executive Office of the President, 
Bureau of the Budget, Office of Statistical Standards. USGPO. April 
1960. 


Goetz, Billy E., and Klein, Frederick R. Accounting in action: its meaning 
for management. Houghton Mifflin Co. 1960. 


Government price statistics. Hearings before the Subcommittee on Economic 
Statistics of the Joint Economic Committee. USGPO. 1961. 


Guide for the establishment of a credit department. Credit Research Foun- 
dation. National Association of Credit Management. March 1961. 


Harlan, Neil E., and Vancil, Richard F. Cases in accounting policy; account- 
ing policy formulation in a realistic business framework. Prentice-Hall. 
1961. 


Holmes, Arthur, and Moore, Francis E. Audit practice case, 4th ed. Richard 
D. Irwin. 1955. 


Hotel operations in 1960. Horwath & Horwath. 1961. 


IBM general information manual, introduction to IBM data processing sys- 
tems. International Business Machines Corp. 1960. 


Integrated data processing and computers. Report on a mission to the U. S. 
by a group of European experts. Organisation for European Economic 
Co-operation, European Productivity Agency. November 1960. 


Inventory control. Gille Associates, Inc. 1960. 


Karrenbrock, Wilbert E., and Simons, Harry. Advanced accounting, com- 
prehensive volume, 3rd ed. South-western Publishing Co. 1961. 


Karrmann, E. M. Life insurance recordkeeping and accounting. Life Office 
Management Association. 1960. 


Kent, A. H. Capsule course in internal auditing. Institute of Internal Audi- 
tors. 1960. 


Laubach, Peter. Company investigations of automatic data processing. Di- 
vision of Research, Graduate School of Business Administration, Harvard 
University. 1957. 


Life insurance fact book. Institute of Life Insurance. 1961. 
Likert, Rensis. New patterns of management. McGraw-Hill. 1961. 
Management planning. Canadian Institute of Chartered Accountants. 1961. 


Management’s stake in tax administration. Symposium conducted by The 
Tax Institute, September 29-30, 1960. The Tax Institute. 1961. 


McGill, Dan M. Fundamentals of private pensions. Richard D. Irwin. 1955. 
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Metal statistics, 54th annual edition. American Metal Market. 1961. 

Moody’s public utility manual. Moody’s Investor Service. 1961. 

National Industrial Conference Board. Capital expansion and capacity in 
postwar manufacturing. Studies in Business Economics No. 72. 1961. 

eer Chartbook of current business trends. 1961. 

apap Company participation in the political process. The Conference Re- 
corder. 1961. 

Managing company cash. Studies in Business Policy No. 99. 1961. 

a Aae Pricing: policies and practices. Studies in Business Economics No. 71. 
1961. 

ey Relative national accounts. By Gertrude Deutsch. 1961. 

National survey of professional, administrative, technical, and clerical pay, 
winter 1959-60. Department of Labor, Bureau of Labor Statistics. Oc- 
tober 1960. 


New views on automation; papers submitted to the Subcommittee on Auto- 
mation and Energy Resources. Joint Economic Committee. USGPO. 
1960. 

Niland, Powell. Management problems in the acquisition of special auto- 
matic equipment. Division of Research, Graduate School of Business 
Administration, Harvard University. 1961. 

Odiorne, George S. How managers make things happen. Prentice-Hall. 1961. 


President’s 1961 tax recommendations, Vols. 1-4. Hearings before the Com- 
mittee on Ways and Means, House of Representatives, June 5, 6, 7, 8, 
and 9, 1961. USGPO. 1961. 


Principles of estate planning. Canadian Institute of Chartered Accountants. 
1961. 


Process charting, its use in procedural analysis. Bureau of the Budget, Ex- 
ecutive Office of the President. USGPO. November 1945. 


Profitable management for main street. Dun & Bradstreet, Inc. January 1959. 


The punched card data processing annual. Applications and reference guide 
No. 2. Gille Associates, Inc. 1960. 


Savings and loan fact book. United States Savings and Loan League. 1961. 


Scovell, Wellington and Company. Principles of cost accounting for the book 
paper industry. Prepared for Book Paper Manufacturers Association. 
March 1948. 


Silk, Leonard S. The education of businessmen. Committee for Economie 
Development. 1960. 


1960 statement studies. Robert Morris Associates. 1961. 


Statistics of income, 1958-59; corporation income tax returns with accounting 
periods ended July 1958-June 1959. Treasury Department, Internal 
Revenue Service. USGPO. 1961. 


Stuetzer, Herman, Jr. Massachusetts taxation of corporations, 4th ed. Little, 
Brown and Co. 1961. 
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Talley, David. Basic carrier telephony. John F. Rider Publisher. July 1960. 
Trine Associates Ltd. Trine’s blue book of the trucking industry, 1960 edition. 


Uniform accounting manual for the plastics industry. Society of the Plastics 
Industry, Inc. 1946. 


U. S. business investments in foreign countries. U. S. Department of Com- 
merce, Office of Business Economics. USGPO. 1960. 


United States Government organization manual, 1960-61. USGPO. 1961. 


Weaver, Warren. A great age for science. Alfred P. Sloan Foundation. 1960. 


What is scientific sampling—a nontechnical explanation. American Telephone 
and Telegraph Co. 1959. 
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Speaking Engagements 


(The Speaking Engagements listed below cover the quarter April 1 


Date Speaker 
Apr. 
3 Herman Stuetzer, Jr., 
Boston 
4 Jerome Y. Halperin, 
Detroit 
4 Darwin Ley, 
Chicago 
5 T. W. McKibben, 
Tulsa 
10 | Herman C. Heiser, 
12{ New York 
11 Jerome Y. Halperin, 
Detroit 
11 George H. Kern, 
Chicago 
13 | Herman C. Heiser, 
14{ New York 
13 William R. Hindman, 
Chicago 
14 William J. Holland, 
Philadelphia 
17 | W. J. Burgess, 
20{ Boston 
17 Robert S. Lappin, 
Boston 
18 S. L. Bires, 
Dallas 
18 Alfred L. Hunt, 
San Francisco 
18 Kenneth P. Johnson, 
Pittsburgh 
18 William H. Lundquist, 
Philadelphia 
18 Herman Stuetzer, Jr., 
Boston 
19 William Morris, 
New York 
19 Anthony P. Spagnol, 
Pittsburgh 
20 Tibor Fabian, 
New York 
20 James F. Holmes, 
New York 


through June 30, 1961.) 
Organization 


WHDH-TV, sponsored by Massa- 
chusetts Society of CPAs, Inc. 
Wayne State University 


Systems & Procedures Associa- 
tion, Chicago Chapter 


Oklahoma State University, 
“Accounting Day”’ 

AMA Seminar— Practical Analysis 
of Financial Statements 


Flint Community College 


Evening School Seminar, Clinic 
on Small Business, Park Ridge 

AMA Product and Brand Man- 
agement Course, Chicago 

National Machine Accountants 
Association, Northern Illinois 
Chapter 

Pennsylvania Municipal 
Managers Association 

AMA, New York 


Boston University 


Texas Society of CPAs, Dallas 
Chapter 


California Society of CPAs, 
Sacramento Chapter 

N.A.A., Northwest Chapter, 
Ridgway, Pennsylvania 

N.A.A., North Penn Chapter 


Greater Boston Chamber of 
Commerce, Executives Club 

Corporation Counsel of the Prac- 
ticing Law Institute, Tenth 
Annual Program 

Duquesne University, 
Accounting Students 

Wharton School of Finance, 
Department of Industry 

Systems & Procedures Associa- 
tion, Knickerbocker Chapter 


Topic 


Panel Member 
State Taxes 

Problems of Small Business 
Management Course 

Discussion Leader—Scope and Or- 
ganization of the Systems 
Function 

The Profession—Formal Educa- 
tion Needed to Become a CPA 

New Concepts of Financial Analy- 
sis; Analysis of a Published 
Report 

Taxation for Smaller Businesses 


Massachusetts 


Federal Taxation 
Profit Planning 


Communicating with 
Management 


Discussion Leader— Performa ice 
Budgets and Capital Budgets 


Seminar Leader—Manufacturing 
Applications of Punch Card 
Equipment 


Public Accounting 


Discussion Leader—Current Views 
of Accounting Principles and 
Their General Acceptance 

Budgeting 


Framework for Planning Capital 
Expenditures 

Discussion Leader—Workshop 
on Direct Costing 

Discussion Leader— Prospective 

Federal Tax Legislature for Club 

Panel Member—Operating Prob- 
lems: Buy or Lease Equipment 
and Vehicles? 

CPA in the Future 


Simulation and Business Games 


Communications 
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Date 
Apr. 
24 | Herman C. Heiser, 
26 New York 


Speaker 


25 Tibor Fabian, 
New York 

25 John J. Fox, 
Detroit 

25 Frank P. Smith, 
New York 

25 G. W. Welsch, 

Dallas 


26 J. Wesley Huss, 
San Francisco 
27 Louis H. Rappaport, 
New York 
27. +J. Walker Voris, 
Los Angeles 
28 P.L. Defliese, 
New York 


2 \ Henry M. Chick, 

3 Washington 

2 James D. McMenamin, 
Philadelphia 

3 Felix Kaufman, 


New York 
3 Fred Replogle, 
Pittsburgh 
3 \ J. Wesley Huss, 
5 San Francisco 
3 \ C. E. Olson, 
5 { San Francisco 
5 P.L. Defliese, 
New York 
5 Joseph E. Tansill, 
Chicago 
8 \ Joseph M. Conder, 
9 | Dallas 
9 Frank P. Smith, 
New York 
11 Frank P. Smith, 
New York 
12 Walter R. Staub, 
New York 
13. Louis H. Rappaport, 
New York 


14 \ James E. Gelbert, 
17{ Pittsburgh 


15 Raymond E. Graichen, 
Philadelphia 
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AMA Advanced Course in 
Marketing Management 


Yale University, Symposium on 
Linear Programming 

Federal Government Accountants 
Association 

N.A.A., San Francisco Chapter 


Texas Society of CPAs, East 
Texas Chapter and Tyler Clear- 
ing House Association 

Society of California Accountants, 
East Bay Chapter, Oakland 

New York State Society of CPAs 


Systems & Procedures Associa- 
tion, Los Angeles Chapter 

Baruch School of Business & 
Public Administration 


Government Contracts Institute, 
Eighth Annual Meeting 

N.A.A., North Penn Chapter, 
North Wales, Pennsylvania 

Systems & Procedures Associa- 
tion, Palisades Chapter 

American Society of Mechanical 
Engineers 

California Society of CPAs, Com- 
mittee on Personnel, Palo Alto 

California Society of CPAs, Com- 
mittee on Personnel, Palo Alto 

Maine Society of Public Account- 
ants, Annual Meeting, Portland 

Illinois Society of CPAs, Annual 
Meeting, Springfield 

AICPA Forum, Houston 


N.A.A., Waterbury, Connecticut 
Chapter 

Ohio Society of CPAs, 
Akron-Canton Chapter 

Rutgers University, Graduate 
Accounting Class 

University of Michigan, School of 
Business Administration, 
Alumni Conference 

Pennsylvania State University 
Tax Seminar, 15th Annual 
Meeting 

AMA, New York 





Topic 


Application of Scientific Tools to 
Marketing: The Computer and 
Its Uses 


Process Analysis of Iron and 
Steel Production 


A Progress Report on Account- 
ant’s Services to Management 


Make or Buy—Training and Pro- 
curement of a Competent Ac- 
counting Staff 


Tax Tips for Banks 


Senate Bill 717 
Going Public 


The Expanding Scope of 
Computer Usage 


Career Opportunities in Public 
Accounting 


Renegotiations 


Is Iventory Management Really 
Necessary? 


Computerizing the Budget 
Process 


Cost Control of Engineering 


Discussion Leader 
Evaluation 


Personnel 


An Employee’s View of 
Performance Rating 
Substandard Practices 


Fraud Implications in Income 
Tax Deductions 

Discussion Leader—Building an 
Accounting Practice 

The Accountant and His 
Managerial Future 

Changing Educational Standards 
for the Professional Accountant 

Accounting for Pensions 


Current Problems in Reporting to 
the SEC 


Panel Member—Section 302 and 
the Attribution Rules 


Tax Aspects of Mergers and 
Acquisitions 


3 to 
ind 


at 
-ro- 
Ac- 


lly 


an 


lards 
itant 


ng to 


and 


Date Speaker 

May 

16 Victor L. Liotta, 
Los Angeles 

16 Richard W. Russell, 
Los Angeles 

16 Michael Shegda, 
New York 


18 Herbert G. Bowles, 
Los Angeles 


18 Harry J. Spellman, 


Philadelphia 
19 Felix Kaufman, 
New York 
22 Norman J. Lew, 
Cincinnati 


24 Norman J. Lew, 


Cincinnati 

25 William J. Holland, 
Philadelphia 

25 Frank P. Smith, 
New York 

26 Tibor Fabian, 
New York 

26 Mark E. Richardson, 
New York 

27 Ray H. Oleson, 
Rockford 


June 


3 Victor L. Liotta, 
Los Angeles 


8 P.L. Defliese, 
New York 


9 L.Robert Van Geffen, 
San Francisco 

12 \ James E. Meredith, 

13 { Philadelphia 


13. Louis H. Rappaport, 
New York 

15 Tibor Fabian, 
New York 

18 \ James E. Meredith, 

21{ Philadelphia 

18 Raymond E. Graichen, 
Philadelphia 

19 James E. Meredith, 
Philadelphia 


Organization 


Insurance Accounting & Statistical 
Association, 1961 Convention 

UCLA Extension, Class in 
Petroleum Accounting 

N.A.A., Elmira Chapter 


California Society of CPAs, Los 
Angeles Chapter 


Pennsylvania Institute of CPAs, 
Reading Chapter 


Federal Government Accountants 
Association 

National Association of Food 
Chains-Controllers Conference, 
Indianapolis 

Ohio Society of CPAs, Cincinnati 
Chapter 

American Association of Hospital 
Accountants, Philadelphia Chapter 

N.A.A., Newark Chapter 


National Society for Business 
Budgeting, 11th Annual Con- 
ference, Dallas 

Oklahoma Society of CPAs, 
Oklahoma City 

Winnebago County Schools 


California Credit Union League, 
Los Angeles— Westlake Chapter, 
Educational Seminar 

Florida Institute of CPAs, Dade 
County Chapter, Miami Beach 


Peninsula Estate Planning 
Association 

Federal Government Accountants 
Association, Seminar on Statis- 
tical Sampling, Philadelphia 
Chapter 

Illinois Society of CPAs, Local 
Practitioners Forum, Chicago 

University of Pennsylvania 
Conferences 

42nd International Accounting 
Conference, New York 

Pennsylvania Institute, Annual 
Meeting, Pocono Manor 

N.A.A., Annual International 
Accounting Conference 


Speaking Engagements 
Topic 


Panel Member— Preparation of 
Annual Statement 

Accounting for Transfers of Oil 
and Gas Properties 

Management Action & Planning 
for a Successful EDP 
Installation 

Moderator, Technical Session 
Committee on Aircraft & Elec- 
tronics Industry Accounting 
Problems 

Employee Expense Accounts and 
President Kennedy’s Tax 
Program 

Experiences in Auditing EDP 


Tax Administration to Preserve 
Operating Dollars 


Best Tax Ideas of 1961 
Discussion Leader 


The Accountant and His 
Managerial Future 


Business Planning Game 


Standards of Reporting in Tax 
Practice 

Panel Member—New Financial 
Accounting System 


Panel Member— Internal Controls 


Panel Member—-Committee Ac- 
tivities (for AICPA Committee 
on Auditing Procedure) 

Panel Member 
Problems 
Statistical Sampling as a Tool of 

Financial Management 


Estate Planning 


Accountants Introduction to the 
SEC and Securities Act 
Computers in Marketing 


Chairman, Seminar Session 
Direct Costing 

Panel Member—New Develop- 
ments in Federal Taxes 


Chairman, Panel Discussion 
Direct Costing 
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Date Speaker 

June 

19 Harry C. Vournas, 
Los Angeles 

20 Ralph P. Kulzer, 
Pittsburgh 

20 T. W. McKibben, 
Tulsa 

24 J. Paul Finnegan, 
Boston 

26 P.L. Defliese, 
New York 

26 H. O. Reyburn, 
Tulsa 

26 Andrew Sapega, 
New York 

27 Milton J. Hoffman, 
Los Angeles 

27 G. W. Welsch, 
Dallas 
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Organization 


Student Accountants’ Society, 
Woodbury College Chapter 

Pennsylvania Institute of CPAs, 
Annual Meeting 

Texas Society of CPAs, 1961 
Convention 

University of Virginia, 13th 
Federal Tax Institute 

California Society of CPAs, 
Annual Meeting 

Engineers’ Club of Tulsa 


AMA Academy, Saranac Lake, 
New York 


California Society of CPAs, San 
Diego 

Midcontinent Oil & Gas Associa- 
tion, 27th Annual Tax Forum, 
Fort Worth 








Topic 


A Career With a National CPA 
Firm 

Ethics in the Accounting 
Profession 

Chairman, Panel Discussion— 
The CPA in His Community 

Expense Accounts—Entertain- 
ment, Travel and Moving 

The New Look at the Auditor’s Re- 
sponsibility for Fraud Detection 

How To Read a Corporate 
Balance Sheet 

Group Leader—Fundamentals of 
Data Processing for Non-Data 
Processing Executives 

Panel Member— General Problems 


Discussion Leader—Oil and Gas 
Tax Problems 








Notes 


BALTIMORE 


L. Patrick Deering has been elected to the Board of the Maryland 
Chapter of the Arthritis and Rheumatism Foundation, Inc., for 
an indefinite term. 


BIRMINGHAM 


The following members of the staff have passed the Alabama CPA 
examination : 


James L. Hornsby, Jr. B. R. Winstead 


BOSTON 


Mr. J. Paul Finnegan acted as Marshal at Harvard University 
Commencement. 

Mr. Robert S. Lappin has become a member of the Boston 
Estate and Business Planning Council. Mr. Lappin has received 
his Master’s degree in Business Administration from Boston 
University. 

Mr. Roderick K. Macleod has been elected First Vice Presi- 
dent of the National Organization for Mentally Ill Children. 

The annual outing of the Boston office was held at the Blue 
Hill Country Club in Canton in June. Golf, softball, tennis, 
swimming and horseshoe pitching were among the day’s more 
strenuous activities. A buffet luncheon was served at noon. Cock- 
tails, dinner, entertainment by members of the staff and dancing 
completed the very enjoyable party. Mr. Henry R. Foucher won 
possession of the Boston office golf trophy for the coming year 
for his low net score under the Calloway handicap system. (By 
common consent, gross golf scores will not be published.) 


CINCINNATI 


Mr. Paul M. Whitman will serve as a member of the Finance 
Committee of the Greater Cincinnati Council of Girl Scouts. 

Mr. James Cook of the staff has successfully passed the Ohio 
CPA examination. 
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DALLAS 


Mr. A. B. Clark will act as Chairman of the Attendance Com- 
mittee for the Institute of Internal Auditors. 

Mr. G. W. Welsch will serve as Program Director of the Dallas 
Petroleum Accountant’s Association for the coming year, as well 
as Director of Hillcrest Estates Association. 


DETROIT 
Mr. John H. Fritsch passed the CPA examination during May, 
and Mr. Gerald F. Looney has received his Certificate in the 
State of Florida. 


The following members of the staff obtained their Certificates 
of Examination: 


Ronald Bassey Kenneth Stephens 
William Burkhart Earl Taylor 
David Kahrnoff John Van Den Berg 


Ronald J. Woods 


LOS ANGELES 


Mr. James M. Nicolai will be a Division Chairman for the Los 
Angeles Community Chest. 

Mr. Robert S. Warner will begin a five-year term as a member 
of the Board of Directors of the Friends of the Colleges at 
Claremont. 

The following members of the staff passed the CPA Examina- 
tions for the State of California: 

Roy L. Bouque Lansing E. Eberling 


Darrell G. Burrage Harlan W. Loomas 
Phillip K. Moore 


LOUISVILLE 


Mr. Curtis J. French was awarded a prize for the highest rated 
manuscript submitted by the Louisville Chapter of N.A.A. during 
the past year. 

Mr. Harold W. Glore assisted the Kentucky Society for Crip- 
pled Children with their annual boatride for crippled children. 


NEW YORK 


Mr. R. G. Ankers gave a report on the AICPA April, 1961 Council 
Meeting at the New York State Society conference in June. 
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Mr. Norman E. Auerbach continues as Chairman of the 
Brooklyn Chamber of Commerce’s Tax Committee. 

Mr. E. G. Carson was presented with an award for his efforts 
in connection with the 1961 Appeal of the Muscular Dystrophy 
Associations of America, Inc. 

Mr. William A. Dreher, of the staff of Lybrand Terriberry, 
will serve as a member of the Education and Examination Com- 
mittee for the Society of Actuaries. 

Mr. Jasper Durkee was chairman of the Operations Committee 
for the national convention of the N.A.A. in June. Mrs. Durkee 
was chairman of the Ladies Activities for the conference. 

Mr. Robert M. Leng has been re-elected Treasurer and Trustee 
of the Staten Island Institute of Arts & Sciences and the Staten 
Island Hospital. 

Mr. Mark E. Richardson is a member of the Accountants’ Com- 
mittee for the 1961 Travelers Aid Society appeal. Mr. Richardson 
introduced the speakers at the technical session at the 28th Annual 
Conference of the New York State Society of CPAs. 

Miss Gertrude Schlingloff retired as head of the Purchasing 
Department in late July. At a luncheon given by the partners, 
Miss Schlingloff received gifts from the staff and the partners. 

The following members of the New York office have passed 
the CPA examination for the states indicated: 


Francis Burke (New Jersey) David O’ Keefe (New York) 
John Doscher (New York) Joseph Rorro (New Jersey) 
Stephen K. Easton (New York) Cyrus Smith (Washington, D.C.) 
George R. Fitzsimmons (New York) | Bernard Tinkoff (New York) 
Robert H. Frey (New York) Victor Tutino (New York) 
Edward Hansen (New York) John T. Wegmann (New York) 


Donald Wolven (New York) 


PHILADELPHIA 
Mr. Gustave F. Schweitzer has been appointed a member of the 
Finance Committee and Chairman of the Audit Committee of the 
United Fund in the Philadelphia Area. 

Mr. Raymond L. Woodall, Jr. will act as assistant to the 
Chairman of the Education Committee of the Philadelphia Chap- 
ter of NMAA. 

The Annual Stag Outing of the Philadelphia office was held at 
Tavistock Country Club, Haddonfield, New Jersey, early in June. 
Mr. William J. Redmond won the 1960 Adam Averell Ross Golf 
Memorial Trophy in the match-play tournament recently com- 
pleted. The regular Stag Outing Golf Trophy, having been won 
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permanently and taken out of play last year, was replaced by 
The George Ayres Hewitt Medal Play Trophy this year. This 
beautiful silver tray has the name of this year’s low net winner, 
Mr. Britton I. Miller, engraved thereon and a replica of the tray 
was presented to Mr. Miller. 
PITTSBURGH 

Mr. Ralph R. Crosby, Jr., has been appointed a Director at Large 
of the Associated Alumni of Brown University. 

Mr. Edward B. Hastings has accepted the appointment to act 
as Treasurer and member of the Board of Trustees for the Bower 
Hill Community Church United Presbyterian. 

Mr. Joseph F. MeCarthy, Jr. has been elected Chairman of the 
Membership Committee for the coming year for the Systems and 
Procedures Association of America, Golden Triangle Chapter. 

Mr. James Vanderpol has been notified by the Pennsylvania 
State Board of Examiners that he will receive a Pennsylvania 
Certificate by reciprocity. 

Mr. William B. Van Norman will be President of the Mixed 
Couples Ten-Pin Bowling League for the coming year at the 
Edgewood Country Club. 

The Pittsburgh office held their Annual Staff Outing at Edge- 
wood Country Club in late August. The golf scores covered a 
wide range, Bill Van Norman winning the cup with a 78, Jim 
Vanderpol taking honors for high score with a 153 as Larry Freeman 
had to withdraw after nine holes, due to arm fatigue (Larry had 
117 for the nine). Following the golf game, the non-golfers, wives 
and sweethearts of the staff members enjoyed getting together for 
cocktails prior to a delicious dinner. Some enjoyed dancing between 
courses to tunes rendered by a three-piece combo. The cup and 
prizes were presented to the lucky winners following the dinner. 


SAN FRANCISCO 


Mr. James E. Hammond was awarded an honorary degree of 
Doctor of Laws by Golden Gate College at their June Commence- 
ment ceremonies. 

Mr. Calvin Hl. Nelson will be a member of the Business Coun- 
cil Committee for the Rotary Club of San Francisco. 

Mr. Donald G. Perry served as a faculty member at a special 
staff training program for accountants, held at the Santa Barbara 
Campus of the University of California. Mr. Perry taught “Audit 
Reports, Internal Control and Work Paper Preparation.” 
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SYRACUSE 

Mr. Horace J. Landry has been appointed by Governor Rocke- 
feller as a delegate to represent the State of New York at the 
54th Annual Conference of the National Tax Association in Se- 
attle in early September. Mr. Landry has represented the State 
of New York for three consecutive years. “More Liberal Depre- 
ciation Policy Urged” was the title of the business column Mr. 
Landry wrote for the Syracuse Post-Standard in August. 


TULSA 
Mr. T. W. Mckibben has been re-elected Treasurer for the Tulsa 


County Chapter of the American Red Cross. 
The May CPA examination was passed by Mr. C. W. Daniel. 
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